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BEVERLY NATIONAL CORPORATION

SELECTED FINANCIAL INFORMATION

At and For the Years Ended December 31,
2007 2006 2005 2004 2003

(Dollars in thousands, except per share data)

Earnings data:

Interest and dividend income........ccocoe.e.. 26,852 % 23656 § 19292 § 15928 § 14,870
Interest expense. ... ..oooooceoviieiiinciee e, 11,013 8,419 4416 2,564 2,824
Net interest and dividend income................ 15,839 15,327 14,876 13,334 12,046
Provision for loan 108SeS........cccovevvrerinnine, 395 590 585 560 120
Noninterest INCOME .........cooooveeevereeeeieenes 4,928 4,040 4,192 4,291 3,702
Noninterest eXpense ......o.ceovoeeeeneeenennnnn. 15,452 15,031 15,090 13,458 12,135
Income before income taxes .........ccocoeeunne 4920 3,656 3,393 3,607 3,493
INCOME tAXES ..vvieieiie e 1,350 L1190 1,000 1,107 1,316
Nt INCOME....oeieeeeeeeeeee e, $ 3,570 § 2,546 § 2393 § 2,500 3 2,177
Per share data:
Net income-basic ... vviiiiiiiieinnnn, 3 131§ 112 3 128§ 135 § 1.20
Net income-diluted .........ccoooeiiinininnnenn, 1.30 1.10 1.24 1.30 1.14
Cash dividends ..., 0.80 0.80 0.80 0.80 0.80
Book value (at end of period) ..................... $ 1738 % 1693 § 1525 % 1505 § 14.32
Weighted average shares:
BasiC....ccovcieiiiieiciie e, 2,730,827 2,269,664 1,873,280 1,846,249 1,813,206
Diluted.....ooooeiceereeee e, 2,746,373 2,305,032 1,932,830 1,926,388 1,903,354
Balance sheet data:
Total aSSELS......o.oeeeeeeeeeeeeeceeeee e, $ 472791 % 467,144 § 412,512 § 378,125 § 347,175
Loans™ ..o 321,970 305,711 269,770 236,811 176,593
Allowance for loan 10S5€S......cc.cevvervvverneen. 3614 3,044 2,514 2,181 2,183
Loans, net of allowance' ................c..c.c.. 318,356 302,667 267,256 234,630 174,410
[nvestments™® .......cooceviviinie e 118,798 115,717 115,303 116,844 139,968
DEPOSIES ..o e, 350,310 352,858 345,812 337,135 308,265
Stockholders” equity .......oooeieveieicee 45,765 46,178 28,721 28,012 26,242
Financial ratios:
Return on average assets.....oooovveivcinionnenn: 0.77% 0.59% 0.61% 0.68% 0.67%
Return on average equity ......oooeeeecennnn, 7.69 7.06 8.48 9.32 8.52
Net interest Margin........ccovceveeveriereereriennenens 3.74 3.79 4,10 4.00 4.15
Net interest spread .....ooooooeeeiiiiiiiee 3.59 3.71 4.09 3.99 4.15
Bank capital ratios:
Tier 1 leverage capital to average assets..... 9.39% 9.37% 6.84% 7.31% 7.78%
Tier | capital to risk-weighted assets.......... 12.99 12.52 10.31 11.34 13.87
Total capital to risk-weighted assets.......... 14.07 13.47 11.19 12.24 15.02
Asset quality ratios:
Non-performing loans to total loans*™......... 0.08% 0.01% — 0.20% 0.57%
Non-performing assets to total assets®™....... 0.05 — — 0.14 0.29
Net (charge-offs) recoveries to average
LOATIS oo 0.06 — (0.10) {0.27) 0.03
Allowance for loan losses as a percentage
of:
Non-performing loans ...................... 1,395 19,025 125,700 412 217
Total loans (at end of period) ............ 1,12 1.00 0.93 .92 1.24
(1) Excludes mortgages held for sale which amounted to 30, $0, 50, $447 and $0 at December 31, 2007, 2006, 2005, 2004 and 2003, respectively.
(2) Includes available-for-sale securities, held-to-maturity securities and stock in the Federal Reserve Bank and the Federal Home Loan Bank of Boston.
(3) Non-performing loans are defined as nonaccrual loans and loans that are past due ninety days or more but still accruing interest.
(4) Non-performing assets are defined as non-performing loans and other real estate owned.




2007 YEAR IN REVIEW

Dear Shareholder:

While 2007 certainly was a challenging and difficult time for financial institutions, 1 am
pleased to report to you that Beverly National Corporation enjoyed a year of strong €éamings.
We successfully accomplished a number of the strategic objectives established for 2Q07. The
achievement of these objectives allows us to start 2008 with a solid balance sheet, strong asset
quality, improved core earnings and a proven strategy. The Board of Directors, management
and employees are very proud of our results and accomplishments. We believe we are well
positioned with a strategic focus that will allow us to continue the earings momentum
established in 2007 as we enter an even more challenging and uncertain economic environment
in 2008.
|

As [ reported to you last year, financial institutions faced the daunting challenge of protecting net interest margins as rising rates
and the competition for deposits put pressure on the cost of funds. What a difference a year ma<es! We now find ourselves in a
| period of rapidly declining interest rates as the Federal Reserve Open Market Committee attempts to calm the financial markets.
Nationally, we have seen and continue to see massive write-downs of various types of mortgaze debt instruments, recessionary
concerns given current economic conditions, liquidity concerns in the market impacting the availability of lending products, and
record level increases in foreclosures resulting in rapidly declining real estate values all over the couatry.

Our reaction to operating in this challenging and rapidly shifting environment has been to maintain our conservative approach to
asset growth, as evidenced by the minimal growth in assets of $5.6 million, or 1.2%, This was achieved by maintaining sound
‘underwriting policies and guidelines, evidenced by non-performing assets totaling less than one-ter th of one percent of total loans at
 year end. We have continued to focus on reducing the reliance on net interest income by increasing fee and non-interest income,
 while also maintaining the core operating expenses of the Company. The results of these strategies served us well in these difficult

| . T . . . . : . .
and uncertain economic times. This approach will serve as the core foundation for our future direction.

Net income for the year ended December 31, 2007 totaled 33.6 million, or basic earnings per share of $1.31 and fully diluted
eamnings of $1.30 per share, compared to net income of $2.5 million, or basic earnings per share of §1.12 and fully diluted eamings of
$1.10 per share. One of the main drivers of the improved earnings this year was the impact on intzrest income from the investment
portfolio restructuring that was done at the end of 2006. Net income for 2006 was reduced by one-time charges, net of tax, of
$477,000 related to the restructuring of the Company’s investment portfolio and cost associated witt implementing changes identified
in a corporate efficiency review. Net income for 2006, excluding these one-time charges, would have been $3.0 million, with basic
and fully diluted earnings per share of $1.33 and $1.31, respectively,

Assets as of December 31, 2007 totaled $472.8 million, compared to $467.1 million at December 31, 2006, an increase of $5.7
million, or 1.2%. Loans, net of the allowance for loan losses, increased $15.7 million, or 5.2%, and were funded mainly through a
reduction in cash and cash equivalents of $14.2 million, or 47.9% and an increase in Federal Home Loan Bank advances of $12.6
million, or 26.8%. Deposits declined $2.5 million, or 0.7% and repurchase agreements decreased $4.7 million, or 28.9%.

While the national news of write downs, increase of problem assets and foreclosures continues 10 grow, I am pleased to report as
of December 31, 2007, our non-performing assets totaled $259,004, or 0.08% of total loans. As we had mentioned last year, the Bank
did not issue or invest in sub-prime loans and the condition of the portfolio certainly indicates that the quality of the porifolio remains
strong. Although the Bank did not issue sub-prime loans, we can not guarantee that non—perfor ning assets will remain at these
historically low levels. '

i

In our continued effort to increase operational efficiency we completed the review of our Wealth Management, Information
Technology and Lending Operations. The reviews have not only provided us with information on how to improve operating
efficiencies but also will comprise some of our primary strategic objectives for 2008.




One major area of concentration will be in our Wealth Management group. In response to results of the efficiency study and a
strategic assessment of our wealth management positioning conducted by independent consultants, we will be expanding our product
offerings and delivery channels in addition to |nstalling a new platform to allow us to offer separately managed account products. In
addition, we will be enhancing the staffing of the group by adding an investment advisor, a portfolio manager and a support person to
implement and develop this new product offering. We will also be expanding and improving the visibility of our Wealth Management
Group by renovating some newly available stréet level retail space at our Cabot Street location in Beverly, With these changes, we
hope to continue the growth of the business as we ended the year with $292 million in assets under management, and an increase in
fee income to $1.9 million in 2007, up from $1.8 million in 2006.

The Retail Banking Division accomplished significant strategic directives in 2007, the most noticeable being the opening of our
8" full service branch in Salem. The branch opened in June of 2007 and as of the end of the year had approximately $15 miltion in
deposits. During the year our continued focus on enhancing product lines and intemnet banking services resulted in an increase in the
number of accounts and balances. In addition, the introduction of new on-line account opening capabilities also proved to be a
success. This new initiative began with the introduction of an internet savings account and later expanded to online CD offerings. We
are looking to further develop this area with the launch of an online money market account in 2008. We encourage you to check it out
by visiting our website at www beverlynational.com.

Our Operations and Technology Departments will introduce another exciting product enhancement. We will be offering our new
“Success Rewards” program which will award points for non-pin VISA Check Card purchases. These points can be used to purchase
a variety of products and services, or for the gl}llamhrop:cally minded, be converted to ‘dollars and donated to various charities.

To betier serve our customers, structural improvements were made to our Operations Department. We have established a retail

banking services and a commercial banking services support area. Using their knowledge of all product and service offerings, these °

groups will specialize in retail or small business/commercial products and services, to provide customer support to internal and
external customers of the Bank. We believe this approach will allow the Bank to more effectively attract and retain customers for all
new and enhanced products currently being offered.

We have also made some improvements to our business development strategy in the small business area. We have established a
new Business Banking Group, which is located at our Corporate Headquarters in Beverly. Under the direction and leadership of the
Commercial Lending Division, they will focus on introducing the Bank and its wide variety of products relating to deposit and lending
offerings to the local business community. This group will concentrate on small business lending alternatives, cash management and
lock box services, as well as the introduction of our new Remote Capture deposit program. Larger lending opportunities, when
identified, will be referred to our commercial loan officers, We believe this more focused, direct, centralized approach will aide us in
growing and expanding this very important bl;siness unit and product line for the Company.

1 would like to thank our Board of Directors for its dedication in providing leadership and support and the tiretess effort each
Director puts forth in helping establish the direction of the Company. The Board also had its share of changes this year. Starting with
the addition of John J. Meany, who is the Chief Executive Officer of the YMCA of the North Shore, elected to the Board at the last
annual meeting. In his first year Jack has proven to be a strong addition with his community knowledge and connections.

We were saddened at the sudden passing of Director Clark R. Smith in August. Clark was a valuable member of the Board and .

had been a Director since 1994. His contributions and support will be greatly missed.

I would also like to acknowledge and welcome Ms. Carol Vallone to the Board. Carol comes to us with an extensive technology
background. Currently an independent consultant, she was most recently the Founder, Chairman, President and CEO of WebCT, Inc.,
a global enterprise sofiware and services company that specializes in the higher education markets.

We are also pleased to announce that the Nominating and Governance Committee of the Board has recommended that Linda E.
Saris be nominated for election to the Board at our Annual meeting of Sharcholders. Ms. Saris is currently the Founder and Director
of Salem Cyberspace, a community based téchnology leaming center. We look forward to welcoming Ms. Saris to the Board at our
Annual Meeting.

In summary I would like to say that we are very pleased with the financial performance, balance sheet structure and strong asset
quality that will be carried forward into 2008. With so many uncertainties and the state of the current economy, it’s impossible to
predict what further challenges await the financial industry as we move ahead. Whatever they may be, or whatever additional
economic troubles or challenges arise, we are committed to dealing with them as they present themselves, We will identify and
develop strategies in order to provide our shareholders with the financial results they have come to expect.




I would like to express my appreciation to all the employees of the Company for their tireless efforts in making 2007 such a
successful year. [ also wish to thank our Board of Directors and Advisory Boards for their dedication to the Company, counsel and
support. 1 thank our customers for giving us the opportunity to meet their needs for financial services and products and [ ask all of you
to expand your relationship with us, and when possible, refer your friends and family to us so that we can provide them with the same

| products and quality service we provide you. To our Shareholders, we thank you for your support and the confidence you show us by
- investing in and supporting our Company. ‘

To all of you, we remain “Dedicated to Your Success.”

Donat A. Fournier
President and Chief Executive Officer

Y
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BUSINESS
Beverly National Corporation

Beverly National Corporation, a Massachusetts corporation (the “Company” or the “Holding Company™), is a registered bank
holding company under the Bank Holding Company Act of 1956, as amended. The Holding Company has one banking subsidiary,
Beverly National Bank (the “Bank™). The principal executive office of the Company is located at 240 Cabot Street, Beverly,
Massachusetts 01915, and the telephone number is (978) 922-2100. The website for the Company and the Bank is
“www. beverlynational.com.” The Company provides a link on its website to its Annual Report on Form 10-K, guarterly reports on
Forms 10-Q, current reports on Form 8-K and other filings with the Securities and Exchange Commission (the “SEC”) as soon as
reasonably practicable after filing such reports with the SEC. Also available on the website are the Company’s Code of Ethics and
Conflicts of Interest Policy and Corporate Governance Policy.

The Company was incorporated in 1984 and became the bank hoiding company for the Bank in 1985. The Bank is believed to
be among the oldest banks operating in the United States. The Bank became a national banking association on March 16, 1865. From
1802, until the creation of a national banking system in 1865, the Bank operated as a state chartered bank.

The Bank provides a broad array of consumer and commercial banking services to individuals and to small and mid-size
businesses through eight full-service and two limited service branch locations in and around Essex County, Massachusetts. Seven of
the full service branch locations are open six days a week and maintain “drive-through” facilities, while all eight branches have
automatic teller machines (“ATMs”}. The limited service branches operate under reduced hours and lack the “drive-through”
infrasiructure.

The Bank has made significant investments in its banking piatform to enhance the long-term growth prospects of the Company.
In order to implement its strategic plan, the Board of Directors hired Donat A. Fournier in July 2002 to serve as the Company’s
President and Chief Executive Officer. Under his leadership, the Bank restructured its management team, developed and implemented
a growth-oriented business plan, and embarked upon a series of management initiatives designed to enhance the overall long-term
profitability of the Company. As part of this plan, the Company has upgraded certain operational capabilities and business controls
designed to monitor and identify underlying costs. The Company has also assembled a new management team comprised of banking
professionals who have significant experience in the Bank’s primary market area and expertise in commercial, consumer and
residential lending, along with retail operations.

As a result of renewed focus by the Company on allocating resources to income-producing core lines of business, it has
experienced strong asset growth, primarily in commercial loans, over the past several years. The Bank has also expanded its market
presence by opening a new branch in Salem, Massachusetts in June 2007. Stable economic conditions in its market area and its
success in responding to new business opportunities have also enhanced the Bank’s growth prospects, ‘

The Bank has one subsidiary, Beverly National Security Corporation, which was established as a Massachusetts securities
corporation for the exclusive purpose of buying, selling or holding investment securities. The Hannah Insurance Agency, a former
subsidiary of the Bank that sold annuities, life, long-term and liability insurance, was dissolved during February 2006.

The business of the Bank is not significantly affected by seasonal factors.
In the last five years the Bank derived its operating income from the following sources:

% of Operating lncome

2007 2006 2005 2004 2003

Interest and fees on 10anS ......co.ooecveeenee. et 65% 68% 63% 58% 64%
Interest and dividends on securities and federal funds sold........... 19 18 19 21 17
Charges, fees and other SOUICES. ..o e 16 14 18 21 19

100% 100% 100% 100% 100%

Market Area

The Company’s current primary market area is considered to be Essex County, Massachusetts. The Bank operates ten offices |
within the communities of Beverly, Danvers, Hamilton, Manchester, Salem and Topsfield, Massachusetts. All of the offices of the
Bank are located within the North Shore Region of Massachusetts. However, as expansion of the franchise continues, the market area
will likely encompass the greater North Shore Region, which is defined as Essex and Northern Middlesex counties in Massachusetis
along with Southeastern New Hampshire. The Company believes that the current market area, as well as the greater North Shore
Region, contains a significant number of small to mid-size businesses looking for a locally-based commercial bank that can offer an
array of financial products and services that are not available at a typical community bank. The traditional banking relationships for
many of these businesses have been displaced as a result of bank mergers in the area. Given the Company’s broad product offering,
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focus on customer service and local management, the organization can better serve the growing needs of both new and existing
customers in its current and expanding market areas.

Environmental Systems Research Institute, a leading provider of demographic data, has projected median household income

| growth of 26.3% in Essex County between 2005 and 2010, compared to 17.4% on an aggregate basis for the United States and 24.4%

for all of Massachusetts. With branches located in the towns of Beverly, Danvers, Hamilton, Manchestzr, Salem and Topsfield in
Essex County, Massachusetts, the Company operates in some of the most attractive markets in the Nor:h Shore Region. The strong
concentration of wealth, coupled with the projected median household income growth of the Company's current market area, should
provide significant banking and lending opportunities for it to meet its strategic objectives. One of the poals of the Company is to
leverage its brand recognition and further enhance the franchise by expanding into higher growth comraunities within its core Essex
County marketplace.

The Company believes there is ample opportunity for it to increase its share of deposits within Essex County. As of June 30,
2007, the Bank hetd 2.4% of the deposits in Essex County through its ten offices. Two of the Bank’s nine offices are limited service
branch facilities located within educational institutions. Of the 249 banking offices located within Essex County, recording $15.2
billion in deposits, Eastern Bank, Sovereign Bank, Bank of America, and TD BankNorth account for 43.2% of the market. In addition,
Citizens Bank, Danvers Bank and Salem Five have absorbed 19.4% of the market.




Distribution of Assets, Liabilities and Stockholders’ Equity;
Interest Rates and Interest Differential

The following table presents average balances, interest income, interest expense and the corresponding yields earned and rates
paid for the years ended December 31, 2007 and 2006. The total dollar amount of interest income from earning assets and the resultant

yields are calculated on a tax equivalent basis.

Year Ended December 31

2007 2006
Average Interest Yield/ Average Interest Yield/
Balance Inc/Exp Rate Balance Inc/Exp Rate
(Dollars in thousands)
ASSETS
Federal funds sold and interest bearing deposits......... b 3278 8§ 144 440% § 2297 % 180 7.85%
INVEStMENtS ™ .o 120,028 6,269 5.22% 115,494 4,701 4.07%
Loans @00 s nan 316,152 21,029 6.65% 291,982 19,066 6.53%
Total interest-earning assets .......oovveveerereeererenes $ 439458 27442 6.24% % 409,773 23,947 5.84%
LIABILITIES
Savings deposits.. ..o $ 48208 390 081% 3§ 56,174 307 0.55%
NOW ACCOUNLIS ..ot e s 58,252 471 0.81% 58,270 203 0.35%
Money market acCOUNtS ........covvvveveieinceeceeeee e 86,206 3,117 3.62% 80,402 2,538 3.16%
Time deposits... ..o viervncinrerereeenesnr e e e senre e 84,792 3,962 4.67% 72,133 2,736 3.79%
Short term BOMOWINES ....cvevvereriiciieircvieecieie s 65,338 3,073 4.70% 55,848 2,635 4.72%
Total interest-bearing liabilities........c..c.ocovveviee. 342,796 11,013 321% 322,827 8,419 2.61%
Non-interest-bearing deposits ......ccouvvvrriviervirivrerrens 73,027 — 72,697 —
Total deposits and interest-bearing liabilities ............ $ 415823 11,013 265% $ 395,524 8,419 2.13%
Net iBterest iNCOME ovvveiririeercie e eiee e s resre e $ 16,429 $ 15,528
Net interest Spread .....coocoeovveeeie s s 3.5%% 3.71%
Net interest MAargin...........ccocoooirimiioeireeeereee e eeens 3.74% 3.79%

(1) Interest income and yield are stated on a fuliy tax-equivalent basis. The total amount of adjustment for investments is $243,000
and $57,000 for 2007 and 2006, respectively. The total amount of adjustment for loans is $347,000 and $234,000 for 2007 and
2006, respectively. A federal tax rate of 34% was used in performing this calculation.

(2) Includes loan fees of $112,000 and $156,000 for 2007 and 2006, respectively.

{3) Includes non-accruing loan balances and interest received on non-accruing loans.




The following table shows, for the period indicated, the dollar amount of changes in interest income and interest expense
resulting from changes in volume and interest rates.

Yea' Ended December 31, 2007
compared to
Yenr' Ended December 11, 2006

Due to a change in:

Votume " Rate " Total

{Dollars in thousands)
Interest income from: '
Federal funds sold and interest-bearing deposits............ccoovveeerivenveeecceeeeie e $ 78 (13§ (36)

IIVESEIMIEITS. ..oeiveie ittt e e e e se e e e saeesaeasessressreeess e nsensssanessnesmnsseansesaseans 185 1,383 1,568
Loans, net 0f UNEAIMEd INCOMIE............cccciiiiiir it seraretetas et sssteeeseesseesernesaneeanaresanes 1,578 385 1,963
TOMAL .. et rrs bbb e st e r e r e 1,840 1,655 3,495
Interest expense on:

SAVINES AEPOSILS .oovvviviiierieirieiiisire sttt sa st as e besae s s easestasse b anbe s e ssresasssesaras (CEY] 127 83
INOW ACCOUNES «....oeeieeeeeeeeeeeeeeeeeee s v st s s s nerassnesaren e nensvanenenenessnenssseensenaeasnsneaseses — 267 267
MONEY MATKEL ACCOUNLS.......eivireereietiesecesese et es s bs s es e s sbs st sssts s sns e eebssbabene 183 396 579
TIME EPOSILS ...ttt s sttt et ees e s m et sem s e s sesseas s s s naeas 480 747 1,227
Short-term BOITOWINES ....cvoviiiiieieceeeeee ettt ee e e e e e eneeraenserestesrenreons 443 (1) 438
0T | S OSSR SORRRRRPR 1,067 1,527 2,594

INet INETEST IIMCOME 1.vviviiiriiieiie e ee et e et sneaaaaeasee e $ 773 % 128§ 901

(1) The change in interest attributed to both rate and volume has been allocated to the changes in the rate and the volume on a pro-
rated basis.

Investment Portfolio

The Company’s investment portfolio is managed internally pursuant to an investment policy adopted by the Board of Directors.
The Bank does not utilize an investment advisory firm to manage the portfolio. The investment policy authcrizes management to
invest in a variety of instrurnents that are allowed and approved by the Bank’s primary regulatory agency. The policy has established
limits as to a percentage of the portfolio and to total assets for each of the various security types and maximum size per individual
investment. The investment strategy is to keep the duration of the investment portfolio within five years, with limitations as to
extension risk given changes in interest rates. The portfolio is managed to provide income through yield, while providing cash flow
and maturities structured to allow for adjustment with changes in market rates and to fund future asset growih.

The following table shows the maturities, amortized cost basis and weighied average yields of the Co:npany’s consolidated
investments in available-for-sale debt and preferred stocks at December 31, 2007. The yields on state and m tnicipal securities are
presented on a tax equivalent basis. A federal tax rate of 34% was used in performing this calculation. Preferred stocks with perpetual
maturities have been included with securities maturing after ten years.

After one After five
Within but within but within After
one year five ycars . ten years ten years
Amount Yield Amount Yield Amount Yield Amount Yield

(Dollars in thousands)

Maturing:
Debt securities issued by U.S,

Government corporations and

agencies $ 3,000 375% § 4,000 539% % 5,000 5.43% § 690 6.15%
Mortgage-backed securities ..................... 3,366 3.92% 11,239 4.10% 15,645 4.16% 46,422 5.45%
Debt securities issued by States of the

United States and political

subdivisions of the States .................... — — 2,644 5.09% 360 A 9,321 5.84%
Debt securities issued by foreign

BOVEIMIMENLS ....evveveveeceeseseeeseeseeeeseneens — — 400 5.05% — — —_ —
Preferred Stocks......oovvevvvvvceieece e — —_ — — — —_— 12,407 7.92%
Total e § 6,366 $ 18,283 $ 21,005 $ 68,840




Loan Portfolio

The following table summarizes the distribution of the Bank’s loan portfolio as of December 31 for the years indicated (in
thousands):

2007 2006 2005 2004 2003
Commercial, financial and agricultural........................ $ 39343 § 48201 $§ 42034 § 45520 § 34,788
Real estate—construction and land development ........ 17,042 20,890 16,413 5,786 4 409
Real estate—residential ..........cccooevevnivvininivnnrrrece 120,512 106,930 98,007 83,954 63,346
Real estate—commercial .......ceovirivimiirscenisiereins 127,819 112,237 98,761 87,366 59,196
COOSUMET 1o s sttt eara s e s e saeseeas 2,392 3,102 4949 6,536 7,233
L0 T o= OSSOSO 14,193 13,664 3,968 6,997 6,972
321,301 305,024 269,132 236,159 175,944
Allowance for loan [085es.......ccovvrvvvvcecnciecre e (3,614) (3,044) (2,514) (2,181) (2,183)
Deferred loan COSIS, NEL........c.corvevvereerrrrere s s 669 687 638 652 651
NEt LOANS vt ssis et snees $ 318356 § 302,667 § 267256 § 234630 % 174412

Most of the Bank’s business activity is with customers located within Massachusetts. The majority of the Bank’s loan portfolio
is compnised of loans collateralized by real estate located in the Commonwealth of Massachusetts.

The types of loans offered by the Bank include a broad spectrum of commercial loans, typical of those offered by community
banks, along with a broad array of residential mortgage loans and other consumer-based loans. The Bank’s residential real estate loans
include both fixed and variable rate loans. The Bank also offers construction mortgage loans and revolving equity loans secured by
residential mortgages.

In addition to relying upon the adequacy of collateral, the Bank’s primary underwriting consideration with respect to such loans
are the ability of the borrower to repay the ican and the sources of available funds to repay such loans.

The Bank offers a variety of commercial loans. Generally, such loans are secured by real estate and are supported with personal
guarantees. Such loans may be structured on a term or demand basis. Additional underwriting concerns by the Bank with respect to
such loans include the ability of commercial borrowers to withstand interest rate increases, reduced revenue and an assessment of the
borrower’s ability to complete its project management, as well as an assessment of industry and economic considerations. Generally,
loan to value limits for real estate loans do not exceed 80% if the premises are owner occupied or 70% if the premises are not owner
occupied. However, under certain circumstances, such as instances in which the borrowers demonstrate exceptional cash flow, such
loan to value standards may be exceeded with proper authorization consistent with the Bank’s iending policies. The Bank also offers a
variety of consumer loans on both a secured and unsecured basis.

Loan Maturities and Rates

The following table sets forth certain information at December 31, 2007 regarding the dollar amount of principal repayments
becoming due during the periods indicated. The table does not include any estimate of prepayments that significantly shorten the
average life of loans and may cause actual repayment experience to differ from that shown. Demand loans having no stated schedule
of repayments and no stated maturity are reported as due in one year or less. The amounts shown below (in thousands) exclude
applicable loans in process, uneamed interest on consumer loans and deferred loan fees.

Residential Commercial Total
Commercial Construction Real Estate Real Estate Consumer Other Loans
Amounts due in:

One yearor less ..o, $ 17,127 § 16616 % 38362 § 20262 § 2,081 § 160 § 94608
More than one year to three years 5,442 426 25,448 38,433 181 3,117 73,047
More than three years to five years 11,777 — 18,871 30,310 130 988 62,076
More than five years to fifteen years 4,597 — 17,134 30,474 — 8,491 61,096
More than fifteen years........... — - 20,697 8,340 —_ 1,437 30,474
Total amount due .......... $ 39343 § 17,042 § 120,512 § 127,819 § 2,392 $ 14,193 § 321,301




The following table sets forth the dollar amounts of all loans at December 31, 2007 that are due after December 31, 2008 and
have either fixed interest rates or variable interest rates, The amounts shown below (in thousands) =xclude applicable loans in process,
unearned interest on consumer loans and deferred loan fees.

Fixed Variable
Rates _ Ratces Total
COMMETCIAL ... e ee s e e enne e enee e $ 17,545 h 4,671 b 22,216
Residential Real BState.........ooooeveiiiieeeee e 44 461 37,689 82,150
Commercial Real ESLAte .......covvvviiveireriiiiicinreirseeeeieriinreresresinsenrens 42,777 65,206 107,983
CONBUITIET ...vvviiirieieesir st e s ir st s s ttesssr s s sesesbssesssesssbsesssesssssessees 311 —_ 311
L0 11 (V= TR R U SOTITST 1,437 12,596 14,033
TOUBI JOBNS et e et s r e saasesanasatas $ 106,531 S 120,162 § 226,693

Non-Accrual, Past Due and Restructured Loans

It is the policy of the Bank to discontinue the accrual of interest on loans when, in management’s judgment, the collection of the
full amount of interest is considered doubtful. This will generally occur once a loan has become ninety days past due, unless the loan
is well secured and in the process of collection. Restructured loans generally may have a reduced interest rate, an extension of loan
maturity, future benefits for current concessions and a partial forgiveness of principal or interest; there were no restructured loans
outstanding at any of the dates presented. The following table sets forth information on non-accrual and past due loans (in thousands),
as of the years indicated:

2007 2006 _ 2005 2004 2003
Total 108nS, NON-CCTUAL.....ooviviiiriceecectese e sae st e st et ot sas s $§ 259 § 1€ § 2 § 520 § 1,007
Loans past due 90 days or more and still aCCIUING ..ccccevvveeivvererivnicriinnn — — — — —
TOAL et eaes $ 259 5§ 16 § 2 % 529 % 1,007

The amount of interest income recorded on non-accrual loans and restructured loans outstanding for the period, amounted to $0
in 2007 and 2006 and 2005, $12,000 in 2004 and $26,000 in 2003. Had these loans performed in accordance with their original terms,
the amount recorded would have been $0 in 2007, $2,000 in 2006 and 2005, $83,000 in 2004 and $22,000 in 2003.

As of December 31, 2007, there were no loans included above that were known by management to have possible credit
problems of the borrowers that caused management to have serious doubts as to the ability of such barrowers to comply with the
present loan repayment terms.

The Bank did not have any foreclosed real estate assets or other real estate owned at any of the dates presented.




Summary of Loan Loss Experience

The following table summarizes historical data with respect to average loans outstanding, loan losses and recoveries, and the

allowance for loan losses at December 31 for each of the vears indicated:

2007 2006 2005 2004 2003
(Dollars in thousands)
Average loans outstanding, net of unearned income.... 3 316,152 § 201,982 § 248,025 $ 204,651 $ 185,259
Allowance for loan losses
Balance at beginning of period .......c.cooeeeiiii e, 5 30 8§ 2,514 § 2,181 $ 2,183 $ 2,013
(Charge-offs):
Real estate—construction and land development — —_ — —_ —
Real estate—residential..............cccovveeccriiiencnns — — (141) — —
Real estate—commercial.........cccococevvvivinsnrnenn. — —_— — —_ —
Commercial, financial & agricultural................. —_ — (242) (609) (44)
CONSUITIBE L.ttt i eeeeeeeeee e e e enesaeasesnee (15) (10) (25) 3H (34)
Recoveries:
Real estate—residential...........c....... 142 — — —_ _
Commercial, financial & agricultural 45 4 154 77 119
CONSUMET ... erra e an s seee s 3 3 2 3 9
Net (charge-offs) recoveries.........ccooovviiniciccecicee. 175 3 (252) (562) 50
Provision for 10an [08S5es ........coovviviieaiiieieeeeeee e 395 590 585 560 120
Reserve for unfunded commitments reclassified to other
HADIEES .c.ccviieeeeee e es e s — (57) — — —
Balance at period end......c..cooovivevieiievennieeieceieeeeeea. $ 3614 § 3,044 § 2,514 $ 2,181 $ 2,183
Ratio of net (charge-offs) recoveries to average loans. 0.06% —_ (0.10)% 0.27)% 0.03%

Allowance for Loan Losses

An allowance for loan losses is maintained to provide for losses that are currently identified or are inherent on loans in the
current portfolio. The allowance is increased by provisions charged to current operations and is decreased by loan losses, net of
recoveries. The provision for loan losses is based on Management’s evaluation of current and anticipated economic conditions,
changes in the character and size of the loan portfolio, and other indicators. The balance in the allowance for loan losses is considered

adequate by Management to absorb any reasonably foreseeable loan losses,

The following table reflects the allocation of the allowance for loan losses and the percentage of loans in each category o total

outstanding loans as of December 31 for each of the years indicated:

2007 2006 2005 2004 2003
Percent of Percent of Percent of Percent of Percent of
loans in loans in loans in loans in loans in
category (o category to category to categary to category to
Amount total loans Amount total loans Amount total loans Amount total loans Amount total loans
(Dollars in thousands)
Commercial,
financial,
agriculture &
construction ... 3 1,169 17.6% $ 1,152 226% § 1,147 217% § 911 216% § 1,167 22.4%
Real estate—
residential ............ 527 37.5% 368 35.1% 283 36.4% 226 35.7% 229 36.0%
Real estate—
commercial ......... 1,766 39.8% 1,358 36.8% 1,073 36.7% 1,035 36.9% 764 33.6%
Consumer ........ 3 0.7% 7 1.0% 6 1.8% 5 2.8% 13 4.1%
(07117 S 144 4.4% 159 4.5% 5 34% 4 3.0% 10 3.9%
Total oo, $ 3,614 100.0% § 3,044 100.0% $ 2514 100.0% § 2,181 100.0% $ 2,183 100.0%

The Bank formally determines the adequacy of the allowance on a quarterly basis. This determination is based on assessment of
credit quality or “risk rating” of loans by senior management, which is submitted to the Board of Directors for approval. Loans are
initially risk rated when originated and reviewed pertodically. If there is deterioration in the credit, the risk rating is adjusted

accordingly.
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The allowance also includes a component resulting from the application of the measurement criteria of Statements of Financiai
Accounting Standards No. 114, Accounting by Creditors for Impairment of a Loan. Impaired loans receive individual evaluation of
the allowance necessary on a quarterly basis. The Bank’s Loan Policy states that when it is probablz that the Bank will not be able to
collect all principal and interest due according to the terms of the note, the loan is considered impaired.

Commercial loans and censtruction loans are considered to be impaired under any one of the following circumstances: non-
accrual status; loans over ninety days delinquent; troubled debt restructures consummated after December 31, 1994; or loans classified
‘as “doubtful”, meaning that they have weaknesses which make collection or liquidation in full, on the basis of currently existing facts,
| conditions, and values, highly questionable and improbable. The individual allowance for each impaired loan is based upon an
assessment of the present value of expected future cash flows discounted at the loan’s effective interest rate or the fair value of the
-collateral if the loan is collateral dependent.

The loss factor applied as a general allowance is determined by a periodic analysis of the Allowance for Loan Losses. This
analysis considers historical loan losses as well as delinquency figures and trends.

Concentrations of credit and local economic factors are also evaluated on a periodic basis. Historical average net losses by loan
type are examined and any identified trends are assessed. The Bank’s loan mix over that same pericd of time is also analyzed. A loan
loss allocation is made for each type of loan and multiplied by the loan mix percentage for each loaa type to produce a weighted
average factor.

At December 31, 2007, the allowance for loan losses totaled $3.6 million representing 1,395%% of non-performing loans, which
totaled $259,000, and 1.1% of total loans of $321.3 million. This compared to an atlowance for loan losses of $3.0 million
representing 19,025% of non-performing loans, which totaled $16,000, and 1.0% of total loans of $305.0 million at December 31,
2006.

The Bank charged off a total of $15,000 of loans during 2007 as compared to $10,000 charged off during 2006. A total of
$190,000 was recovered on previously charged off loans during 2007 compared to $7,000 recovere during 2006. Management
believes that the allowance for loan losses is adequate. However, while management estimates loan losses using the best available
information, no assurances can be given that future additions to the allowance will not be necessary based on changes in economic and
real estate market conditions, further information obtained regarding problem loans, identification ¢ f additional problem loans and
other factors, both within and outside of management’s control. Additionally, with expectations of the Bank to continue to grow its
loan portfolio, ongoing periodic provisions to the allowance are likely to be necessary to maintain adequate coverage ratios.

Deposits

One of the primary strategic initiatives is to maintain a low cost of funds and improve the composition of our deposit base by
aggressively seeking core deposits. The Bank has introduced a variety of deposit products designed to attract core deposits. These
deposit products provide attractive features and benefits to customers while encouraging multiple account relationships. The Bank is
having its lenders and relationship managers seek non-interest bearing deposits from new and existing lending customers. The growth
of core deposits should help to achieve a lower overall cost of funds and should have a positive impact on net interest income.

The following table summarizes the Bank’s deposits as of December 31 for the years indicated (in thousands):

Y of % of
2007 Total 2006 Total
(D llars in thousands)
Demand deposits... ..o $ 72425 2067% $ 75,751 21.47%
INOW 2CCOUNES ..veee ettt iesnein et ese s ene e eeseeseenserseseeaseseeraeseeneas 58,841 16 80% 71,805 20.35%
Money market ACCOUNLS .......uoiviieiiieiieceecee e ses e 81,585 23 29% 76,427 21.66%
| SAVINES AEPOSITS .cvevieieieee ettt nans 48,336 13 80% 48,805 13.83%
TIME AEPOSILS ... et 89,123 25 44% 80,070 22.69%
TOMAL ..ot $ 350,310 100.00% $ 352858 100.00%

| As of December 31, 2007, the Bank had certificates of deposit in amounts of $100,000 and more, aggregating $31.7 million.
These certificates of deposit mature as follows (in thousands):

Maturity Amount

B MIONENS OF L858 .ottt e e e eest e srts s sresene e e s e amesaeeeeeeennsenseenseaneeenenerenn $ 15988

Over 3 months through 6 MONTAS...........cooo et es e bebe e 8,101

Over 6 months through 12 mMONthS. ... e e e st e b sa st e s enes 6,735

OVEE 12 MNOMINS. 1 .1eiiteiscce e sttt ettt ettt e et et e et e et e e st et e eeneeatesaeese s e ereeeeeseenseres e ereenes 892
1 OO OTRUPO $ 31,716




Other Borrowed Funds

The securities sold under agreements to repurchase as of December 31, 2007 are securities sold on a short-term basis by the
Bank and are accounted for not as sales but as borrowings. The securities consisted of mortgage-backed securities issued by U.S.
government corporations, debt securities issued by states of the United States and political subdivisions of the states and preferred
stocks. The securities were held in the Bank’s various safekeeping accounts, which are all under the control of the Bank. The
securities are pledged to the purchasers of the securities. The purchasers have agreed to sell to the Bank substantially identical

securities at the maturity of the agreements. Listed below are the securities sold under agreements to repurchase for the years indicated
{dollars in thousands):

2007 2006
Average balance OUISIANING . .....ooivvrvrivve e srir e e et aesee s s e eeie s eeee e s eeme e ere e enean $ 9608 $ 11,279
Weighted aVErage e ......vvvcrecrrererre e ere e resnresaesssessetesasaessassessarereroreas 3.59% 3.36%

Federal Home Loan Bank (FHLB) advances represent daily transactions that the Bank uses to manage its funds and liquidity
position to comply with regulatory requirements. Interest rates fluctuate daily, reflecting existing market conditions. Listed below is
information concerning FHLB borrowings for the years indicated (dollars in thousands):

2007 2006

Federal Home Loan Bank advances:

Average balance OUSTANAING........c.oovoiririiiciiiee e s s e sms e e er e msnias $ 55730 §5 44569

Maximum amount cutstanding at any month-end during the period.........cocceeiciiiiiciniienns $ 61406 § 62,700

Balance outstanding at the end of PEFOd.......ccoovieviieieeic e enes § 59616 $ 47,000

Weighted average interest rate during the period ... 4.89% 4.80%

Weighted average interest rate at end of pertod ..., 4.20% 4.91%

Summarized quarterly financial data for 2007 and 2006 is as follows:

2007 Quarter Ended
March 31 June 30 Sept 30 Dec 31
(In thousands, except per share data)

Interest and dividend INCOME .....cc.ccovoviiivicirec e s e sne e srens $ 6456 3% 6,731 % 6844 § 6,822
INEETESE EXPENSE. . cvevmerreerererrrnrerersrmsercsserescreraseicaeraseasesesmsasssesmssssssmssssesnsssans 2,481 2,741 2,902 2,888

Net interest and dividend INCOME ...........coveeeveicnicnine e eieens 3,975 3,990 3,942 31934
Provision for loan LOSSES ..ottt 150 100 75 70
INOMINTETESt NCOTHR 111 veveerecreieeeet et eee e e eee et e e emeeaeetessesnteseeabensasbesassses 1,170 1,270 1,259 1,228
INOMINETEST EXPEIISE ..eruverniamrereisieceesermeremce s es et e sesess e smns s e s sre e snsnessnaness 3,884 3,963 3,848 3,758

Income before INCOME AXES i iciviiviiiirireriiee s rrrrrsssassarssaesessasssarasaees 1,il1 1,197 1,278 1,334
INICOIMIE LAXES «oiiteeeie e cittieesecebe st b eecsba e rarararasabana s raressresrbeess st eatseessnavaransssesias 304 315 357 374

INEL INMCOIMIE weeireviineerreereerereesserressees e s e e sereerssestssbstssatassistasarererssstserrs 807 $ 882 §$ 921 960
Basic earnings per COMIMON Share.........ocoovveimercierccnnreer e seresevnsenees $ 029 $ 032 3§ 034 § 036
Earnings per common share, assuming difution ... $ 029 § 032 % 033 § 036

2006 Quarier Ended
March 31 June 30 Sept 30 Dec 31
(In thousands, cxcept per share data)

Interest and dividend IRCOME .........c..ocvvveiciiecieece e sec e 5459 % 5759 § 6,117 § 6,321
INEETESEL EXPEISE. .oviiiiiiiriirecierii et esee et e ee e s e e e e e s e s sme s smesrsare s aeseeereennnvnnens 1,654 2,093 2,264 2,408

Net interest and dividend iBCOME ........covvvvvrreciin e 3,805 3,666 3,853 3,013
Provision for 10an LOSSES ... ivieieerirrieneeresrasasirns s ernssenssaseseaansesasasneens 140 150 150 150
INOMIMETESE INCOIMIC .....ovevivviirrinterevrassestsissessssseserssessessessessssseensesrersesnersennenne 1,069 1,096 1,086 1,297
Loss on sales of available-for-sale securities, net ...........coeeieiiviiicieevcninecnnn. — — _— 506
TN OTNTETESE EXPEMSE .- eeeteeeieeier e e eee e e eemeeaeetetebae s bssrssiassiaesraesin s s s s s srsanes 3,659 3,566 3,690 4,115

Income before INCOME taXeS ....couveeverevrreeiceirr e 1,075 1,046 1,099 436
INCOMIE TAXES .oiivviiiceeeiereeereriorerernrresserasseesasesansseaaneensneesabaensnensaraeatatesbessinessn 337 327 339 107

INET INCOINIE 1uoeviiieieeeseessaessasararsreiseinsessserrsesseessceasernssansasnsesnsesasesneeans 738 § 719 § 760 § 329
Basic eamings per COMMON ShATe.........voveoirineiin e $ 039 & 038 § 030 $ 012
Earnings per common share, assuming dilution ..........cococooiininncnnnininnnns $ 038 & 037 § 029 § 0.2




Market Price of and Dividends on Company’s Common Equity and Related Shareholder Matters

Market Price of Common Stock and Dividend Policy

Prior to June 19, 2006, there was limited trading in the Company’s common stock, which was not listed on any public exchange
or the National Association of Securities Dealers National Market System or the Small Cap Market System. Commencing June 19,
2006, the Company's common stock trades on the American Stock Exchange (“AMEX”) under the symbol “BNV”.

The following table sets forth, to the best knowledge of management, the representative high and low sales prices as reported for
each quarterly period during 2007 and 2006, and the cash dividends declared during such periods. The sale prices of these market
trades prior to June 19, 2006 are based on transactions available to the public on Yahoo Finance through Jure 16, 2006. Since June 19,
2006, the sale prices of our common stock are reported on AMEX.

High and Low
Sales Prices
Commeon Stack Cush Dividends
High Low Declared
Fiscal Year 2006
FATSt QUAMET ..vivivse e ee st sttt sres e $ 2750 § 2400 % 0.40
SeCond QUATTET ....e oot srssee et e e e rerneeaeas 24.75 21.05 —
Third QUAITET ........eevvvveeisvaseesrnemeeeenceeerserieeamens et ssssesesasssesareraesnsses 26.30 22.20 0.20
FOurth QUArEr .....coovvvvirvcerrrrresre e e bbb 25.30 23.40 0.20
Fiscal Year 2007
FITSt QUATTET . oveveveivisresceseeresessesnsesnesescesebesessnabe e s e e e e e nsrs s $ 2375 % 2136 § 0.20
SecoNd QUATTET ....vevreveeveisvereremee e e et s s 22.40 20.50 0.20
ThIFd QUATTEE ...eecveiiir s iieeier e e eser e rrresie e st e eir e s e er e e smeesmbessiasa s 22.00 19.45 0.20
Fourth QUArter .....ccoeeiiiccetcc e en s s 2190 19.95 0.20

On March 14, 2008, there were 307 holders of record of the Company’s common stock.

The Company’s policy has been to pay dividends out of funds in excess of the needs of the business. “"he Company has declared
and paid cash dividends to its shareholders on a quarterly basis at a rate of $0.20 per share in each quarter of 2007 and in the first,
third and fourth quarters of 2006. In addition, in March 2006, the Company declared a dividend of $0.20 for payment in the second
quarter of 2006; it is shown above as declared in the first quarter rather than the second quarter. In future quarters, the Company
expects to declare and pay dividends in the same quarter.

The Company’s ability to pay future dividends on its common stock depends on the Bank’s ability to say dividends to the
Company. In accordance with OCC rules and regulations, the Bank may continue to pay dividends only if the total amount of all
dividends that will be paid, including the proposed dividend, by the Bank in any calendar year does not exceed the total of the Bank’s
retained net income of that year to date, combined with the retained net income of the preceding two years, unless the proposed
dividend is approved by the OCC. In addition, the OCC and/or the FDIC may impose further restrictions on dividends. The Company
currently intends to continue to pay cash dividends, subject to compliance with Federal Reserve Board policy, OCC rules and
regulations, state corporation laws, financial condition and results of operations, capital requirements, covenants contained in various
financing agreements, management’s assessment of future capital needs and other factors considered by the board of directors.

For restrictions on the ability of the Bank to pay dividends to the Company, see Note 16, of the Financial Statements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with the Consolidated Financial Statements and related Notes appearing
elsewhere in this Annual Report.

Critical Accounting Estimates

In preparing the Company’s financial statements, Management selects and applies numerous accounting policies. In applying
these policies, Management must make estimates and assumptions. The accounting policy that is most susceptible to critical estimates
and assumptions ts the allowance for loan losses. The determination of an appropriate provision is based on a determination of the
probable amount of credit losses in the loan portfolio. Many factors influence the amount of potential charge-offs of loans deermed to
be uncollectible. These factors include the specific characteristics of the loan portfolio and general economic conditions nationally and
locally. While Management carefully considers these factors in determining the amount of the allowance for loan losses, future
adjustments may be necessary due to changed conditions, which could have an adverse impact on reported earnings in the future. See
“Provision for Loan Losses™ and “Allowance for Loan Losses.”

General

The Company does not transact any material business other than through its wholly owned subsidiary, the Bank. The Bank’s
results of operations are dependent primarily on net interest income, which is the difference between the income earned on its loan and
investment portfolios and its cost of funds, consisting of the interest paid on deposits and borrowings. Results of operations are also
affected by the Bank’s provision for loan losses, fee income from wealth management and trust services and fees generated from loan
and deposit products and, when strategically appropriate, investment and loan sale activities. The Bank’s non-interest expense
principally consists of compensation and employee benefits, office occupancy and equipment expense, data processing, advertising
and business promotion, professional fees and other expenses. Results of operations are also significantly affected by general
economic and competitive conditions, particularly changes in interest rates, government policies and actions of regulatory authorities.
Future changes in applicable law, regulations or government policies may also materially impact the Bank,

The economy of the Company’s market area is considered stable. However, economic uncertainty continues to be a factor in the
financial decision-making process for both commercial and consumer banking customers.

Operating Strategy

Management’s primary goal has been to maintain the Bank’s profitability, asset quality and its capital position by: (i) investing
in one- to four-family loans secured by properties located in its primary market area; (ii) investing in multi-family, commercial real
estate and construction and development loans secured by properties located in the Bank’s pritnary market area, to the extent that such
loans meet the Bank's general underwriting criteria; (iii) commercial and small business lending to businesses in the Bank’s primary
market area; {iv) offering wealth management and trust services to customers in the Bank’s primary market area; (v) investing funds
not utilized for loan investments in various equity and corporate debt investments and mortgage-backed and mortgage-related
securities; and (vi) managing interest rate risk by emphasizing the origination of prime-based and adjustable-rate lcans and short-term
fixed-rate loans and investing in short-term securities and generally selling longer-term fixed-rate loans that the Bank originates. The
Bank intends to continue this operating strategy in an effort to enhance its long-term profitability while maintaining a reasonable level
of interest rate risk and enhance such strategy by expanding the products and services it offers, as necessary, in order to improve its
market share in its primary market area. In this regard, the Bank offers 24-hour banking by telephone, debit card services and Internet
banking.

Comparison of Financial Condition at December 31, 2007 and December 31, 2006

Total assets at December 31, 2007 were $472.8 million, compared to $467.1 million at December 31, 2006, an increase of $5.7
million, or 1.2%. Asset growth was primarily due to the increase in the loan portfolio, which was funded by the decrease in cash and
cash equivalents and increase in advances from the Federal Home [.oan Bank.

Investments totaled $114.8 million and were all classified as available-for-sale at December 31, 2007, a slight increase of $2.8
million, or 2.5%, compared to $112.0 million of available-for-sale securities at December 31, 2006. Loans receivable, net of the
allowance for lean losses and unearned income, increased $15.7 million, or 5.2%, to $318.4 million at December 31, 2007, compared
to $302.7 million at December 31, 2006. The increase in the loan portfolio was primarily a net result of a $15.6 million, or 13.9%,
increase in commercial real estate loans; a $13.6 million, or 12.7%, increase in residential real estate loans; an $8.9 million, or 18.4%,
decrease in commercial, financial and agricultural loans; and a $3.8 million, or 18.4%, decrease in real estate construction and land
development loans. Due to the overall growth of the loan portfolio and a sizable recovery on a loan previously charged off, the
allowance for loan losses increased $570,000 to $3.6 million at December 31, 2007, compared to $3.0 million at December 31, 2006,
an increase of 18.7%.

Deposits decreased 0.7%, to $350.3 million at December 31, 2007 from $352.9 million at December 31, 2006. The slight
decline in deposits was primarily the net result of decreases in demand deposits and NOW accounts, which offset the increases in
money market savings accounts and time deposits. The strategy for the maintaining of deposits has included a continued investment in
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new retail opportunities, which is part of the Bank’s commitment to provide its customers with a bioader array of products and
services. The Bank has introduced a number of new products, alternative investment services, small business deposit products,
commercial services and delivery channels such as home banking, on-line bill pay, and debit cards.

Advances from the Federal Home Loan Bank of Boston totaled $59.6 million at December 31, 2007, compared to $47.0 million
at December 31, 2006, an increase of $12.6 miltion, or 26.8%. The advances were used to fund loan growth in excess of the amount
funded through the decrease in cash and cash equivalents. Securities sold under agreements to repu -‘chase totaled $11.6 million at
December 31, 2007, compared to $16.4 million at December 31, 2006, a decrease of $4.8 million, cr 29.3%.

Total stockholders’ equity was $45.8 million, or 9.7% of total assets at December 31, 2007, a decrease of $413,000, or 0.9%,
from $46.2 million, or 9.9% of total assets at December 31, 2006. The net change in stockholders’ equity was primarily the result of
the increase in net income for the year, offset, in part, by the payment of dividends and the repurchase of 138,487 shares of the
Company’s common stock to be held in treasury as part of the Company’s stock repurchase plan. Curing 2006, the Company issued
805,000 shares of common stock at $22 per share, which raised, net of expenses, $16.4 million in capital. The Company’s book value
per share at December 31, 2007 was $17.32, compared to $16.93 at December 31, 2006, an increas: of $0.39, or 2.3%.

Comparison of Qperating Results for the Years Ended December 31, 2007 and 2006

Net income for the year ended December 31, 2007 was $3.6 million, as compared to $2.5 million last year. Basic earnings per
share for the year ended December 31, 2007 were $1.3t, versus $1.12 for the year ended December 31, 2006. Diluted earnings per
share for the year ended December 31, 2007 were $1.30, as compared to $1.10 for the year ended Cecember 31, 2006. Net income for
2006 was reduced by one-time charges, net of tax, of $477,000 related to the restructuring of the Company’s investment portfolio and
cost associated with implementing changes identified in a corporate efficiency review. Net income “or 2006, excluding these one-time
charges, would have been $3.0 million, with basic and fully diluted earnings per share of $1.33 and $1.31, respectively.

Interest and Dividend Income

Interest and dividend income for the year ended December 31, 2007 was $26.9 million, compared to $23.7 million for the year
ended December 31, 2006, an increase of $3.2 million, or 13.5%. The increase in interest and dividend income was a result of both an
increase in the average balances and yields of interest-earning assets, The average balance of intereut-earning assets increased from
$£409.8 million for the year 2006 to $439.5 million for the year 2007, an increase of $29.7 million, cr 7.2%.

The increase in the average balance of interest-earning assets was primarily a result of an increase in the average balance of
loans to $316.2 million for 2007, compared to $292.0 million for 2006, an increase of $24.2 million, or 8.3%. The vield on average
interest-earning assets increased 40 basis points to 6.24%, primarily due to the increase in the yield on the investment pertfolio, a
result of the December 2006 restructuring of the investment portfolio.

Interest Expense

Interest expense for the year ended December 31, 2007 was $11.0 million, compared to $8.4 miilion for the year ended
December 31, 2006, an increase of $2.6 million, or 30.9%. The increase in interest expense was pritnarily due to the increase in
interest rates, which resulted in an increase in the cost of interest-bearing liabilities from 2.61% to 3.21%. The average balance of
interest-bearing liabilities increased to $342.8 million for the year 2007, from $322.8 million for the year 2006, an increase of $20.0
million, or 6.2%.

Provision for Loan Losses

The provision for loan losses was $395,000 for the year, compared to $590,000 last year. The decrease in the level of the
provision for the year ended December 31, 2007 was a direct result of a large recovery of $184,000 on a previously charged off loan.
The net change in the allowance for loan losses in 2007 was consistent with the change in 2006, Maaagement believes that the
proviston for loan losses and the allowance for loan losses are currently reasonable and adequate to cover any losses reasonably
expected in the existing loan portfolio.

While management estimates loan losses using the best available information, no assurances can be given that future additions
to the allowance will not be necessary based on changes in economic and real estate market conditicns, further information obtained
regarding problem loans, identification of additional problem loans and other factors, both within and outside of management’s
control. Additionally, with the expectation of the Bank to continue the growth of its loan portfolio, f iture additions to the allowance
will most likely be necessary to maintain adequate coverage.

Noninterest Income

For the year ended December 31, 2007, noninterest income, net of gains and losses on investment activities, totaled $4.9
million, compared to $4.0 million last year, an increase of $888,000, or 22.0%. The increase was primarily a result of the 2006 non-
recurring charge of $509,000 for the loss on sales of available-for-sales securities related to the restricturing of the investment
portfolio. Without this one-time loss in 2006, total noninterest income for 2007 would have increased by $379,000, or 8.3%, compared
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to the same period last year. Also impacting the increase were increases in wealth management services, service charges on deposit
accounts and other deposit fees.

The following table sets forth the various components of noninterest income for the year ended December 31, 2007 and 2006
and the dollar amount and percentage change between the periods:

Deccmber 31, Increase (Decrense)
2007 2006 s %
(Doltars in thousands)
Income from fIdUCIary aCtiVItIES .......ocivviiieiiieer e e s e e $ 1,941 % 1816 § 125 6.88%
Fees from sale of non-deposit products ... 236 225 11 4.89%
Service charges on deposit ACCOUNIS ....c.verviriveieieere e et en s 623 549 74 13.48%
Other deposit fEES ......ccciiiiiie e s 927 791 136 17.19%
Gain (loss) on sales and calls of available-for-sale securities, net.........ocoocevvverrernnnn, 1 (509 510 100.00% ;
Gain on sales 0T F0ANS, TEL oottt et e e e nae 6 — 6 —
Income on cash surrender value of Life iNSUrANCE ......c.oov i 232 218 14 6.42%
OIET INMCOMIE. ...\ rviriiis it cer s e se s e s e et s sea s b e sas b e sbesbeeasamssasesaebssssemremerae 962 950 12 1.26%
Total RONINEEIESE IMCOIMIE .....vvviviiriiiiersiereeeereesseeeseees e eeeeereeesrressresareresstaesaneeaes $ 4928 § 4040 § 888 21.98%

Noninterest Expense

Total noninterest expense was $15.5 million for the year ended Drecember 31, 2007, a slight increase from $15.0 million for the
same period last year. Total expense for 2006 includes a non-recurring charge for the cost associated with implementing changes
identified in a corporate efficiency review. The slight increase in 2007 was also due to increases in occupancy expense, data
processing fees, and professional fees, which were partially offset by decreases in salaries and employee benefits.

The following table sets forth the various components of neninterest expense for the years ended December 31, 2007 and 2006
and the dollar amount and percentage change between the periods:

December 31, In¢rcase (Decrease)
2007 2006 $ %
(Dollars in thousands)

Salaries and employee DENEfIS ..o $§ 8527 § 8928 § (401 -4.49%
DHIECIOT RS ... ettt ettt e s e sesae et e e s s e eneeseens 309 315 (6) -1.90%
OCCUPANCY EXPRIISE....eouiiiiiiitiiinitet et ese e et e et e e s e te e ee e e et aentesa st amseneanseneeeeen 1,587 1,355 232 17.12%
EQUIPMENT EXPEISE ...coiviriiiiiierecr ettt sttt sre e st se e st sne s n s 882 822 60 7.30%
Data Processing fEES .....ccovvvveieecec e ettt s et s st r st 1,139 859 280 32.60%
Marketing and public Telations ... 461 448 13 2.90%
Professional fees ..o et ereeas 907 745 162 21.74%
OTNET XPBINSE L...1ivvieeisri v creise st ss s srssre st e e s st e e e bt ese s st estsss s st ete st satestssessrssasasasns 1,640 1,559 81 5.20%
Total NONINIETESE EXPEISE ....cvrvivite e aieiaresrareresteseesssrareesesreessessesesasssenes § 15452 § 15,031 § 421 2.80%

Income Taxes

For the year ended December 31, 2007, income taxes of $1.4 million were provided on income before taxes of $4.9 million, for
an effective rate of 27.4%, compared to $1.1 million on income betore taxes of $3.7 million, for an effective rate of 30.4%, for the
year ended December 31, 2006. The decrease in the effective tax rate is the result of increases in tax-exempt municipal securities and
preferred stocks that are eligible for the dividends received deduction,

Capital Resources

As of December 31, 2007, the Company had total capital in the amount of $45.8 million, consistent with total capital of $46.2
million at December 31, 2006. The capital ratios of the Company and the Bank exceed applicable regulatory requirements (see Note
16 to the Financial Statements).

Liquidity

Liquidity is measured by the Bank’s ability to raise funds instantaneously by converting assets or liabilities to cash at either
minimum or no loss to the Bank. As a matter of policy, liquidity is managed so that general operations can be funded and any
extraordinary needs can be met. The goal of the Bank’s liquidity management effort is to deploy excess funds so that profits can be
maximized while the continuity of operations is maintained.
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The factors that have most influenced the Bank’s liquidity policy are as follows;
(1) reliability and stability of the Bank’s deposit base

{2) quality of the asset portfolio

(3) maturity structure and pledging status of the Bank’s investment portfolio
(4) potential for loan demand

‘ (5) possibility of extraordinary liquidity demands

(6) anticipated changes in loan repayments

(7} level of the Bank's non-performing and non-eaming assets.

In addition, it is recognized that liquidity and asset/liability management are two closely related components of the Bank's
overall financial management. If asset/liability gaps are matched, assets and liabilities will be maturing and/or re-pricing at about the
same time. This will keep the Bank from becoming illiquid or vuinerable to changes in interest rates.

The Bank measures its liquidity on three distinct levels.

Primary liquidity serves as a source of funds to meet the immediate cash needs of the Bank. Primary liquidity includes cash on
hand and due from banks, un-pledged securities that mature in 30 days or less, federal funds sold and the current un-advanced portion
of available lines of credit (FHLB and Bank of America). Primary liquidity is calculated on at least a moathly basis and reported as
part of the management ALCO reports. The current internal guideline for primary liquidity is 3% to 10% of total assets.
| Secondary liquidity is intended as an additional source of funds for the Bank to meet intermediate .ind long-term cash needs to
|fur:d growth expectations and any unexpected funding demands on the Bank. Secondary liquidity consists of un-pledged investment
securities available for sale, at current market value, and the un-advanced portion of available borrowing capacity at the FHLB, The
current internal guideline for secondary liquidity is 5% to 20% of total assets. As of December 31, 2007, the Bank had total approved
borrowing capacity with the Federal Home Loan Bank of Boston of $103.3 million. Total advances outstanding as of December 31,
2007 were $59.6 million, leaving available borrowing capacity of approximately $43.7 million.

Total liquidity is the combination of the primary and secondary liquidity and is the total measure of the Bank’s growth capacity
before the generation of additional deposits. It is the intention of the Bank to cover all foreseeable demands for cash and still maintain
a total liquidity ratio of 10% to 25% of total assets.

As of December 31, 2007 the Bank is in compliance with the established internal guidelines, with primary liquidity, secondary
liquidity and total liquidity of 3.98%, 9.28% and 13.26% of total assets, respectively.

As an additional source of liquidity, the Bank has the ability to use brokered deposits as a source o funds. The Bank monitors
the market for these products and if rates warrant they will be considered as an additicnal source of liquidity. The Bank has

established a limit of 10% of deposits as a maximum level of such deposits. As of December 31, 2007 th:: Bank had no brokered
certificates of deposit.

The primary function of liquidity management is to assure adequate liquidity and maintain an appropriate balance between
interest-sensitive earning assets and interest-bearing liabilities. Liquidity management involves the abilitv to meet the cash flow
requirements of customers who may be either depositors wanting to withdraw funds or borrowers neediny assurance that sufficient
funds will be available to meet their credit needs. Interest rate sensitivity management seeks to avoid fluctuating net interest margins
and to enhance consistent growth of net interest income through periods of changing interest rates.

Certain marketable investment securities, particularly those of shorter maturities, are the principal source of asset liquidity. The
Company maintains such securities in an available-for-sale account as a liquidity resource. Securities maturing in one year or less
amounted to $6.3 mitlion at December 31, 2007; additionally, 2 minimum amount of contractual paymen's in the amount of $15.8
million for the mortgage-backed securities portfolio is due within one year at December 31, 2007. At December 31, 2007, $83.0
million of the Bank’s certificates of deposit and $26.7 million in borrowings are expected to mature in one year or less. Assets such as
federal funds sold, mortgages held for sale, pre-payments and payoffs on mortgage-backed securities, as ‘vell as maturing loans, are
also sources of liquidity.
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Gap Analysis

The Company’s abjectives are to be substantially neutral with respect to interest rate sensitivity and maintain a net cumulative

gap at one year of less than +/-25% of total assets. The Company’s current practices are consistent with these objectives. The

Company believes that it is successfully managing its interest rate risk consistent with these goals. Listed below is a gap analysis as of
December 31, 2007 by re-pricing date or maturity. '

ASSETS

Interest-bearing demand deposits...........
Federal funds sold............c..coovvvvvevvvinnnn
Short-term investments .........c.cccocevveenen.
Investments M. ........occoiviiiiieeiie e,
Total 10ans .........coveeeeeeeeeeeeeeeea

Total earning assets........ccooveveveeveeereenenn.

LIABILITIES

Noninterest bearing deposits..................
SAVINES. ..o
NOW accounts ......cooovenviisinnisininereacenes
Money market accounts ...
Total time deposits.......ccevvvererrreeneisrernnne

Total deposits . ..cooooeeeeieeeeieeeeee.
Borrowed funds........cooovvv e

Securities sold under agreements to

repurchase ...
Total liabilities .........coveevviniiriirirnnne
Net asset (liability) gap .....c.cooeveeeemnne.
Cumulative gap......ccccoeveveeecvceeeivecerens

% cumulative gap.......cooo v eveieiene

0-31 1-3 3-6 6-12 1-5 Over §
Days Months Months Months Years Years
(Dollars in thousands)
3 s s — £ — $ — $ —  § —
3,706 — — — — —
922 — — — — —
2,375 5,384 7,625 7,946 48,380 47,348
34912 23,117 8,409 27419 158,897 63,216
42,030 28,501 16,034 35,365 207,277 116,564

— — — — — 72,425

— — 15,971 — 32,365 —

— — 19,326 — 39,515 —
15,101 35,829 — 15,558 15,097
18,709 20,396 24,282 18,637 7,099 -
33,810 56,225 59,579 18,637 94,537 87,522
14,330 — — 10,000 16,286 19,000
11,638 — — — — -
59,778 56,225 59,579 28,637 110,823 106,522

$ (17,748) § (27,724) § (43545) $§ 6,728 $ 96454 3 10,042

$ (17,748) $ (45472) $ (89,017) § (82289) $ 14,165 S 24,207
-3.75% -9.62% -18.83% -17.40% 3.00% 5.12%

(1) Includes Federal Reserve Bank stock and Federal Home Loan Bank stock.
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Off-Balance Sheet Arrangements

The Company is party to financial instruments with off-balance sheet risk in the normal cours: of business to meet the financial
- needs of its customers. In the opinion of Management, these off-balance sheet arrangements are not likely to have a material effect on
the Company’s financial conditions, results of operations, or liquidity. For a discussion of this matter, please see Note 14 to the
Financial Statements.

Forward Looking Statements

This Annual Report and future filings made by the Company with the Securities and Exchang:: Commission, as well as other
filings, reports and press releases made or issued by the Company and the Bank, and oral statements made by executive officers of the
Company and the Bank, may include forward-looking statements relating to such matters as:

(2) assumptions concerning future economic and business conditions and their effect on the economny in general and on the
markets in which the Company and the Bank do business; and

(b) expectations for increased revenues and earnings for the Company and Bank through growth resulting from acquisitions,
attraction of new deposit and loan customers and the introduction of new products and services.

Such forward-looking statements are based on assumptions rather than historical or current facts and, therefore, are inherently
uncertain and subject to risk. For those statements, the Company claims the protection of the safe harbor for forward-looking
statements contained in the Private Securities Litigation Act of 1995,

The Company notes that a variety of factors could cause the actual results or experience to differ materially from the anticipated
results or other expectations described or implied by such forward-looking statements. The risks anc uncertainties that may effect the
operation, performance, development and results of the Company’s and Bank’s business include the following:

(a) the risk of adverse changes in business conditions in the banking industry generally and in the specific markets in which
the Bank operates;

(b) changes in the legislative and regulatory environment that negatively impact the Company and Bank through increased
operating expenses;

(c} increased competition from other financial and non-financial institutions;
{d) the impact of technological advances; and

(e} other risks detailed from time to time in the Company’s filings with the Securities and Fxchange Commission.

Such developments could have an adverse impact on the Company’s and the Bank’s financial position and results of operation.
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QUANTITIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market Risk

Market risk is the risk of loss from adverse changes in market prices. In particular, the market price of interest-earning assets
and liabilities may be affected by changes in interest rates. Since net interest income (the difference or spread between the interest
earned on loans and investments and the interest paid on deposits and borrowings) is the Company’s primary source of revenue,
interest rate risk is the most significant non-credit related market risk to which the Company is exposed. Net interest income is
affected by changes in interest rates as well as fluctuations in the level and duration of the Company’s assets and liabilities.

The Company’s average net interest margin for the year ended December 31, 2007 amounted to 3.74%, in comparison to the
3.79% for the year ended December 31, 2006. Interest rate risk is the exposure of net interest income to movements in interest rates, In
addition to directly impacting net interest income, changes in interest rates can also affect the amount of new loan originations, the |
ability of borrowers to repay variable rate loans, the volume of loan prepayments and re-financings, the carrying value of investment '
securities classified as available-for-sale and the flow and mix of deposits.

Asset/Liability Management

The Company’s Asset/Liability Management Committee (the “ALCO Committee”} is comprised of the President and Chief
Executive Officer of the Company; the Senior Executive Vice President, Chief Operating Officer and Chief Financial Officer; the
Executive Vice President and Senior Loan Officer; the Executive Vice President of Retail Banking; the Senior Vice President of
Operations; the Senior Vice President and Chief Risk Officer; and various lending and finance officers. This Committee is responsible
for managing interest rate risk in accordance with policies approved by the Board of Directors regarding acceptable levels of interest
rate risk, liquidity and capital. This Commiitee meets regularly and sets the rates on deposits and loan products, approves loan pricing
strategies, reviews investment transactions and sets other strategic initiatives that relate to balance sheet management and structure as
considered necessary. This Asset/Liability Management Committee reports to the Board of Director ALCO Committee, which is
comprised of several independent Directors and the President and Chief Executive Officer.

The Company is subject to interest rate risk in the event that interest rates increase or decrease. The two primary measurements
of exposure to changes in interest rates, which the Bank manages and monitors closely, are net interest income simulation, using
various interest rate scenarios, and rate shocks, and their impact on the economic value of equity, given specific interest rate scenarios,

The Bank works with an independent third party consultant to calculate and review these various measurements. The Board and
Management ALCO committees meet with the third party consultant on a quarterly basis to review the results of the current period as
measured against established guidelines, trends from previous analyses and the impact of the strategies put in place on actual pericd
over period results and to formulate strategies and direction to comply with established guidelines and to adjust to current economic
conditions and direction.

Net Interest Income Simulation

As part of its risk management practices, the Company runs net interest income simulations to determine the impact on net
interest income given an increase or decrease in interest rates, as these changes would have an impact on future levels of net interest
income. These simulations require that estimates and assumptions be made with respect to deposit pricing; including potential changes
in non-maturity core deposits, and reinvestment of cash flows from the loan and investment portfolios given changes in rates both up
and down. The results of the most recent simulation are as follows:

December 31, 2007 December 31, 2006
Projected Change from Year | Projected Change from Year 1
2 base case A base case
net interest net interest
income 3 Yo income $ %o

(Doilars in thousands)
Year I Projections:
Down 200 basis points 3 16671 % (132) 079% $ 16817 §  (50) (0.30)%
16,803 — — 16,867 — —

16,348 (455) (2.71% 16,411 {456) (2.70)%

Year 2 Projections:
Down 200 basis points 3 16298 § (509 (301 $ 16,624 § (243) (1.44)%
17.346 544 3.24% 17,439 572 3.39%

16,467 (336) (2.00)% 16,738 (129) (0.76)%

The above changes in net interest income are within the risk tolerance levels established by the Company policies.
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Economic Value of Equity

In the event that interest rates increase or decrease, the economic value of equity (EVE) changes due to its inherent correlation
to changes in the market value of the Company’s assets and liabilities. The Company is considered “liability sensitive” if changes in
the interest rate would cause the assets of the Company to extend out, and as a result, liabilities would re-price faster than assets.
Conversely, the Company is considered “asset sensitive” if interest rate changes cause liabilities to extend out, thus making assets re-
price faster than liabilities.

As of December 31, 2007, the capital ratio of the Company on an EVE basis, at current rate levels, is 12.95%. Based on the
most recent analysis it is estimated that an immediate increase in interest rates of 200 basis points (for example, an increase in the
prime rate from 6.00% to 8.00%) would result in an EVE capital ratio of 12.42%. Alternatively, if interest rates were to decrease by
200 basis points, the EVE capital ratio is estimated to be 11.90%. These changes are within the risk tolerance levels established by the
Company policies. :

21



SIHATSWELL, MacLEOD & COMPANY, P.C.

CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
Beverly National Corporation
Beverly, Massachusetts

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FiRM

We have audited the accompanying consolidated balance sheets of Beverly National Corporation and Subsidiary as of
December 31, 2007 and 2006 and the related consolidated statements of income, changes in stockholders’ equity and cash flows for
the years then ended. These consolidated financial statements are the responsibility of the Company’s management. Qur responsibility
is to express an opinion on these consolidated financtal statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. The Company is not required to have, nor were we engaged to perform, an audit of its
internal control over financial reporting. Our audit included consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Beverly National Corporation and Subsidiary as of December 31, 2007 and 2006, and the consolidated results of
their operations and their cash flows for the years then ended, in conformity with accounting principles generally accepted in the
United States of America.

Shatuvell Syaatend + Company, €.

SHATSWELL, Macl.LEOD & COMPANY, P.C,

West Peabody, Massachusetts
March 235, 2008

83 PINE STREET « WEST PEABODY, MASSACHUSETTS 01960-3635 « TELEPHONE (978) 535-0206 » FACSIMILE (978) 535-9908
smefd@shatswell.com www.shaiswell.com
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

December 31, 2007 and 2006
(Dollars in thousands, except per share data)

2007 2006
ASSETS
Cash and dUe fTOM BaATIKS ....eeivreeeseeeceeeee et oo e ee e e e e s ee oo ee st eebssasabssasssssassiasennsnsnsnseansnnrsnseessneern $ 10,752 % 12,954
Federal fUAS SOIA .. ..coivii ittt ssen s s s s s s s ae s seaas e e s nse e s e e s e eae s emeeameeaneeansbbs et e oot e st aa b e s e s s ae s sais 3,706 11,604
Interest-bearing demand deposits with other banks ... 115 1,010
SROTT-1ETITL INMVESIITIENS oovotiii it i e it e eetitree s stteeaaetbeesssaaseessrrerersnrreraransees s rasee e et seeeneeeaneeeesarneeeaninstssararses 922 4,155
Cash and cash equIVALENES .......cocoviiiii e 15,495 29,723
Investments in available-for-sale securities (at fair value)........c.ccovvinnri i 114,793 112,026
Federal Home Loan Bank SOCK, 81 COStuuuiuiaiiriiiiiieicie et esnese s siessbs s s saasasssaesssessseenerenressness 3,452 3,503
Federal Reserve Bank SEOCK, Bt COSE.....uvvii i ieesissees e veestesssssesresoresseeressssnssensssnsssssensensensanssneeseessssaes 553 188
Loans, net of the allowance for loan losses of $3,614 and $3,044, respectively.....cccoceerreriicceiiniennees 318.356 302,667
Premises and EQUIPITIEOT ..ot et s b e e e s a e 7,321 6,285
ACCTUEH INEETESE TECETVADIE 1ottt ettt e s ebeesssts s e bassssn s s st easnessnbssranessasreraaessabasassensasas 1,803 1,840
T ASSES 1 eeeevavreeieeeserssaistssassstneetasesaassasnsasrsesnsatn s et ese e aaatasesasaaasasnbnseseesaasasnsnaseees e sbnntsnse s nansneneraeesenn 11,016 16,912
TOUAL BSSBES. ...t iviiieieieeereesesseetesetseeesreesssesseesnsereset et s e s resnseansasasnaneasnsanneesneesesebeaabsanbanasasasnsaens $ 472,791 § 467,144
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits: :
NOMTEIESE-DEATIIE L. vevvere ettt cee s bbb bbb nb e e e bbb e m e $ 72425 & 75,751
INEEIEST-DEALINIZ .. vttt re st e e e m sttt san e a e d s b s a s bbb ke n e e e e nnen 277,885 277,107
TOIA] AEPOSILS ... 1ot e et sa st bbb s s b e 350,310 352,858
Federal Home Loan Bank advances.............ccoveevvviiiieiirrsioinssrisies s eeisees s ese s sessee e eee s sseeesenabe s s seiseaninsnensas 59,616 47.000
Securities sold under agreements 10 repurchase.........cooiinini s 11,638 16,372
OTHET TADILIEIES ..oeee vttt eteem e et e enee e et eeeeebessbabasabbatasassens e beasasseasssenntesaensenrerarensennansennans 5462 4,736
TOMAY HABILIEIES 1. ivveeuvieriisreisreesieeeiiisiareteeteseeeasseaeseerbrartsesssareesrsrssrrsnasnnarssessenseraseenseesesaseenensnens 427,026 420,966
Stockholders’ equity:
Preferred stock, $1.00 par value per share; 300,000 shares authorized; issued and outstanding nene — —
Common stock, par value $2.50 per share; authorized 5,000,000 shares; issued 2,890,690 shares as
of December 31, 2007 and 2,837,240 shares as of December 31, 2006; outstanding, 2,641,798
shares as of December 31, 2007 and 2,726,835 shares as of December 31, 2006 .........ccooveevenn 7,227 7,093
PAIA-TN CAPILAL....cvveceeeirere vt es e ne e ee e e e bbb bbb s 22,586 21,772
REtained CAIMIHIES .....oovievuiererriernereisine s e e n e a e e s e s e aene s eas it s e 21,050 19,694
Treasury stock, at cost (248,892 shares as of December 31, 2007 and 110,405 shares as of
DEcemMbBEr 31, 2006} .....c.coiueiiiiieieiieeicietetesessesesetesssaesssa s st s s r sttt res (4.370) (1,4935)
Unearned shares, Restricted Stock Plan (9,005 shares as of December 31, 2007 ...veeveeninninc (197} —
Accumulated other comprehensive 1085 ... ..o s (531) (886)
Total StoCKROIETS™ BQUILY....cc.iieireri et eesreses e smee oot ee e s e b s sbe b 45,765 46,178
Total liabilities and StOCKROIAETS” EQUILY ...vieivirrrriirrirrerees e aeeem e re e s ree s sinsra s $ 472,791 § 467,144

The accompanying notes are an integral part of these consolidated financial statements,
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 2007 and 2006
(In thousands, except per share data)

Interest and dividend income:
Interest And fEes ON LOANS ....eoeeoereeeic i ee e e srs e satssa s s saease e e e eemeseaertrases b beararanensensoenen
Interest on debt securities:
TAXADIE Lottt et bt sttt e e e e e b e b bt et bt e bAnaaas seasbaennteenreenares
TAX-EXEIMIPL.oete et e st e e s e s e b bs 866 e e e e eemabs e ab g sa a4 44 s e dme e e anneee e s b EEa s nrn
Dividends on marketable equity SECUTIHES ........cooccieiiececeeec st
L o= o o Loy £ O SO UPOOPTST

Total interest and dividend INCOME ......cooooiiiii et e

Interest expense:
TNEEIESE ON QEPOSIES ....oooitretseeeeterie et et ee e e et st et e e e e e se e et eaeeasese g b e s s b e e emeemsemae e nnsenser bt sbtases
Interest on other borrowed fUNAS...........coeiiieeviiec e sa e resessenes

Total INEETeSt EXPENSE....civiiiiiiiii e bbb

Net interest and dividend INCOMIE ....oovvcvvirevierere e eeessresstesseesees e estesstasssessesentesnnenss
PrOVISION FOT 10BN JOSSES 1ottt sse vt se s s s s s s st s as e sttt e eeessssasababae et aessasbabanssssesrnrnrnnrres

Net interest and dividend income after provision for loan 10SSes........c..c.oveveeiverencne

Noninterest income:
Income from HAUCIArY ACHVIEIES tuviei et s e
Fees from sale of non-deposit products......... ... e
Service charges on deposit ACCOUNES ........coci i e e
Other dePoSit FEES ..ottt e e s
Gain (loss) on sales and calls of available-for-sale securities, net..........ociminnnninnnn s
Gain 0N 82185 OF LOANS, TIEL...cocveeeeiieiiiii ittt r st e e st ss ks sea bt ssbeeeante st eesane e sabeesastsiabsssbssrrreerreas
Income on cash surrender value of life INSUFANCE .....coveiiiniiiiir e
OMhET IMCOMIE ...ttt e et s e e e s b s s b s as e smra e reemnens

Tota]l NONINIEIESE IMCOITIE ... ..oeiiiiivrees et eeeeeeeseereeeeesseesssrssess s tsbssmansessseaness e asaeeanetssriantess

Noninterest expense:
Salaries and employee DENETILS ..ottt e er e b e st
DHIECIOT FEES «.eovevritiie ittt et b e ssbr v e s e s st em s s et emnaersoatat et e ssams et e seenenteseensnssanensebaerens
OCCUPANCY EXPEIISE ....evveeiereeemeeetiviiiete e rrr e es e e e reabs e e s s mra e nes s s s e n e e e e st s b s e e an e seee
EQUIDITIEIE EXPEIISE . oeeeeieetiat s st et rere ettt e ecec et e stk sabe b e e ee e e e e e e eeeE e R e AR Rb e e be e bt e b e se e s e smeee b a e na b s
Data processing TS .. ... st e e e
Marketing and public relations...........ccoco oo e
Professional fBES......cuo e e et e b eraaneseenneat
OHDET EXPEIISE ... i.viicieitieteeetsree s e e et e ratsett e bt ansees e s reese e s e s sme e saeaaeabn e ebs e besreeseeerseaseennesnnesasasssnsasnabe s

Total NONINIEFESL CXPEINSE ..v.vviereesrersreseeeaaeeerrerrrernrerriesrarssssseaessosraseeaesrrsarasssesasasssesssessnes

) Income before INCOME tAXES ...ttt
INCOIME LAXES 1.vivervtierernie sttt pe s e e sa s s e e b b e e a e eaes s emer e b b et b

Earnings per COMMON SHATG. ...c...vovviiiiiee et se s st b et nans e sr s anssareensns

Earnings per common share, assuming dilution ... e reresasssssasiee

2007 2006
$ 20682 $ 18,832
4,577 4,125
459 111
652 306
482 282
26,852 23,656
7,940 5,784
3,073 2,635
11,013 8,419
15,839 15,237
395 590
15,444 14,647
1,941 1,816
236 225
623 549
927 791
I (509)

6 N

232 218
962 950
4,928 4,040
8,527 8,928
309 315
1,587 1355
882 822
1,139 859
461 448
907 745
1,640 1,559
15,452 15,031
4,920 3,656
1,350 1,110
$ 3570 $ 2,546
$ 131 1.12
$ 130 $ 110

The accompanying notes are an integral part of these consolidated financial statements.
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Years Ended December 31, 2007 and 2006
{(Dollars in thousands, except per share data)

Balance, December 31,2005 ...............
Comprehensive income:
Net iNCOME ...ccoinveiiviiccncnnnnennenns
Other comprehensive loss, net of tax
effect ..
Comprehensive income .........
Tax benefit for stock options ..............
Stock awards (500 shares) ......c.coevenee
Dividends declared ($.80 per share) ...
Adjustment to initially apply SFAS
No. 158, net of tax effect.................
Sale of 38,540 shares of common stock on
exercise of stock options ...............
Proceeds from stock offering (805,000
SHATES) oo
Stock-based compensation expense.....

Balance, December 31, 2006 ...............
Comprehensive income:
Net inCOME ...oocviiiviesiniciriinee
Other comprehensive income, net of
tax effect ..o,
Comprehensive income .........
Tax benefit for stock options ...............
Stock awards (500 shares) .................
Dividends declared ($.80 per share) ....
Sale of 43,675 shares of common stock on
exercise of stock options.................
Restricted stock awarded (9,275 shares)
Vesting of restricted stock awards (270
ShAFES) e
Purchase of treasury stock (138,487
ShATES) .viveeeirnicrere s ssrnsss e eeeeseee s
Stock-based compensation expense.....

Balance, December 31, 2007 ...............

Unearned
Shares, Accumulated
Restricted Other
Common Paid-in Retained Treasury Stock Comprehensive
Stock Capital Earnings Stock Plan Loss Total
$ 4983 S 6,848 $§ 18992 § (1495 § . — & (607) $ 28,721
— — 2,546 — — — —
— — — — — (161) —
— — — — — — 2,385
— 98 — — — — 98
1 11 — — — — 12
— - (1,844) — — — (1,844)
— — — — — (118) (118)
96 430 — — — — 526
2,013 14,349 — — — — 16,362
— 36 — — — — 36
7,093 21,772 19,694 (1,495) — (886) 46,178
- — 3,570 — — — —
— — — — — 355 —
— — - — — — 3,925
76 — — — — 76
1 9 — — — — 10
— — (2,214) — — — (2,214)
109 534 — — — — 643
24 179 — — (203) — —
— — — 6 — 6
— — _— (2,875) — — (2,875)
— 16 — — — — 16
$ 7227 $ 22,58 $ 21,050 $ (4370) §  (197) & (531) $ 45,765
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Years Ended December 31, 2007 and 2006
{Dollars in thousands)
(continued)

Reclassification disclosure for the years ended December 31:

2007 2006
Unrealized gains (losses) on securities
Net unrealized holding gain on available-for-sale SECUNIUES ..o eeoreens $§ 974 3§ 306
Net unrealized loss transferred from held-to-maturity SECUTties . .ouovvvvevivicvireirnssesaneeeeas — (1,026)
Reclassification adjustment for realized (gains) losses in net iNCOME...........cccocecvvcrecerinnes (1 509
973 (211
Income tax {exXpense) DENEfil. ... (349) 50
624 (161)
Comprehensive loss—pension and postretirement benefit plans...........cocvivnieiniennnoeeenn. (455) —
INCOmE 1aX DENeTit.....cririiiiirii e 186 —
(269) —
Other comprehensive income (l0ss), Net Of tAX... ..o $ 355 § (16D
Accumulated other comprehensive loss consists of the fellowing as of December 31:
2007 2006
Net unrealized holding losses on available-for-sale securities, net of taxes..........ccovvvninn $ (144) 3 (768)
Unrecognized pension and postretirement benefit plan expenses—SFAS No. 158, net of tax..... (387) (118)
$ (531) 3 (8806)

The accompanying notes are an integral part of these consolidated financial statements,
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2007 and 2006
{In thousands)

KCash flows from operating activities:

INETINCOIMNE 1veviiieiiiiiiiieeri s ssrsr e s esas et ara s e et saabaseses s s e b eb e s s b s em e e e e R erebe e s e sr s st b ss s amnnean e e

Adjustments to reconcile net income to net cash provided by operating activities:
Decrease in mortgage servicing FghtS . .....c.ccoiiiciniminimiii i rmees e ses s snens
Depreciation and amortiZation ... e s
SIOCK AWATHS ...ceiiriiiiiiee e et s e s s asanad
Stock-based COMPENSALION.......coveirireire e b s e s e s
{Gain) loss on sales and calls of available-for-sale investments, net........c.ocoovvverrvrircrnns
Provision fOr 108N LOSSES .......cociiciiiiciecce st sb s e ssae s e arae s e e s asnesnnesnees
Deferred taX BENe it ... .voov vt v s e et e et se e e b eane e ne s e naaas
Decrease (increase) in AXes TECEIVADIE .......vvivveiivrrrrcernintrrnrresiererie et see e et e s eeeas
Decrease (increase) in interest receivable ...
Increase in interest PAyable..... ... e
INCrease in BCCrUEd EXPENSES ...cviuicreerireieerteeeereierarereiraneseseen e nreseensssesrar e s erassassbnts s asrsinss
{Increase) decrease in prepaid EXPENSES ...o..cooieviieeineeninsne s s
Increase (decrease) in other liabilities. ... s
TNCTEASE I OLNET BSSELS .oeovereie ettt eme e s s b a e s e bn e
Increase in cash surrender value of life inSUrance ...
Decrease in RABBI Trust trading SeCUIties ........c.ocvomiriieseceiee e
Amortization of SECUNEIES, MEL. ...t ieeree e e e s e s e e s sae s e e te s re s nesrnesrasvras
Change in deferred 10an COSES, HEE ......o.cou et sttt et

Net cash provided by Operating activities.........occeeererirreererirrenerrmrererasescerereereereseresnesssesseseseeseses

[Cash flows from investing activities:

Purchases of available-for-5ale SECUMEIES .....cccciv e eree e res e ees s e nerara et e s mmeeeaee
Proceeds from sales of available-for-sale SeCUrities .............ccoco it vvaees
Proceeds from maturities of available-for-sale seCUTtIES..........ovviceecieciieii e reenenns
Proceeds from maturities of held-to-maturity SECUTTIES.......ccvvirrireree v e e reeeeee
Redemption of Federal Home Loan Bank StocK.........o.cciverininiisnieern e
Purchases of Federal Home Loan Bank stock ...t recine st s e csnnee e
Purchase of Federal Reserve Bank S1OCK ... ...t sssattaa s s s s e ssssa s s sannes
Loan originations and principal collections, NEt..... ...
PUrchases OF JOANS .ottt st b s e s sme e s b e s e est e s reeaaensarenesnntsare
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2007 2006
$ 3570 $ 2,546
34 42
748 652
- 16 12
i6 36
(1) 509
395 590
(202) (254)
130 (61)
35 (199)
421 373
117 101
) 54
206 (157)
(21) (34)
(232) (218)
102 86
26 282
18 (49)
5,376 4311
(25,102)  (62,818)
— 44,228
22,810 14,063
— 4,595
37 —
(320) (1,631)
(365) —
(16,027)  (29,745)
(265) (6,157)
190 7
(1,784) (2,360)
(20,492)  (39,818)




BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2007 and 2006
(in thousands)

(continued)
2007 2006
Cash flows from financing activities:
Net decrease in demand deposits, NOW and savings accounts........cocovernimnminninnissncreinn (11,601) (4,825)
Net increase in HmMe dePOSTS . .ooo i et 9,053 11,871
Advances from Federal Home Loan BanK ............oooeiviiiiiceiiieecitictstectescsiss it sssi s sttt asain s inannnen e 25,500 37,000
Payments of Federal Home Loan Bank advances ............cccvvniiiniiciicncc s (17,214) (4,300)
Net increase (decrease) in short term FHLB advances..........cocooovvevciciinniicccen 4,330 (8,600)
{Decrease) increase in securities sold under agreements to repurchase.........ooovevrerrrevennrvercinens (4,734) 4,982
Proceeds from exercise of StOCK OPLIONS ..ottt 043 526
Proceeds from stock offering (total proceeds of $16,812, less offering costs of $450).................. — 16,362
PUTChase Of reasUTY STOCK ..o ettt e s (2,875) —
DIVIAEnds PAIA.....c.oiiiii e s (2,214) (1,844)
Net cash provided by financing aCtivities. ... 888 51,172
Net (decrease) increase in cash and cash equivalents ... e {14,228) 15,665
Cash and cash equivalents at beginning of Year............oo s 29,723 14,058
Cash and cash equivalents at end of year ... $ 15495 § 29,723
Supplemental disclosures:
TIEEEESE PAI v ettt ettt ettt bbbt s s b s ke b e e e ke a e ke R e R ra b e bbb emem e e e e b e R e ae e et s R o R0 0 $ 10392 $ 8,046
TNCOME EAXES PAIC 1. 1ereseeeceeeee e emeeee et e e eeere e e e e e s e st e st s e e s et e bbb e b b he st s R et nsr e R e s st n et aR e 1,422 1,425 .
Transfer from held-to-maturity securities to available-for-sale securities...........cccoiininiinninnn —_ 60,896
DIUE 10 DEOKEE .. oiiiieceieivieieeieveterease s e e aae st e sasa e e e s aneeese e e aneeeasneeaneeamsneesaessabasesaaaenba s habassrbe e s arassrrne e (473 473

The accompanying notes are an integral part of these consolidated financial statements.
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BEVERLY NATIONAL CORPORATION AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Years Ended December 31, 2007 and 2006
(Dollars in thousands, except per share data)

NOTE 1—NATURE OF OPERATIONS

Beverly National Corporation (Company) is a state chartered corporation that was organized in 1984 to become the holding
company of Beverly National Bank (Bank). The Company’s primary activity is 1o act as the holding compzny for the Bank. The Bank
is a federally chartered bank, which was founded in 1802 and is headquartered in Beverly, Massachusetts, The Bank operates its
business from eight full service branches and two educational banking offices located in Massachusetts. The Bank is engaged
principally in the business of attracting deposits from the general public and investing those deposits in residential and commercial
real estate loans, and in consumer and small business loans. The Bank also operates a trust department that offers fiduciary and
investment services.

NOTE 2—-ACCOUNTING POLICIES

The accounting and reporting policies of the Company and its subsidiary conform to accounting prin:iples generally accepted in
the United States of America and predominant practices within the banking industry. The consolidated financial statements were
prepared using the accrual basis of accounting with the exception of fiduciary activities and certain minor sources of income which are
reflected on a cash basis. The results of these activities do not differ materially from those which would result using the accrual
method. The significant accounting policies are summarized below to assist the reader in better understanding the consolidated
financial statements and other data contained herein.

USE OF ESTIMATES:

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America requires management to make estimates and assumptions that affect the reported amount:. of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

BASIS OF PRESENTATION:

The consolidated financial statements include the accounts of the Company and its wholly-owr ed subsidiary, the Bank
and the Bank’s wholly-owned subsidiaries, Hannah Insurance Agency, Inc. and Beverly National Security Corporation. Hannah
Insurance Agency, Inc. was formed to market life insurance, disability insurance and long term care products. Beverly National
Security Corporation was established for the exclusive purpose of buying, selling or holding securities. All significant
intercompany accounts and transactions have been eliminated in the consolidation. During 2006 the Company dissolved Hannah
Insurance Agency, Inc.

CASH AND CASH EQUIVALENTS:

For purposes of reporting cash flows, cash and cash equivalents include cash on hand, cash iter1s, due from banks,
interest-bearing demand deposit accounts with other banks, short-term investments and federal funds sold.

Cash and due from banks as of December 31, 2007 and 2006 includes $368 and $470, respectively, which is subject to
withdrawals and usage restrictions to satisfy the reserve requirements of the Federal Reserve Bank.

SECURITIES:

Investments in debt securities are adjusted for amortization of premiums and accretion of disco ants computed so as to
approximate the interest method. Gains or losses on sales of investment securities are computed on a specific identification
basis.

The Company classifies debt and equity securities into one of three categories: held-to-maturity, available-for-sale, or
trading. These security classifications may be modified after acquisition only under certain specified vonditions. ln general,
securities may be classified as held-to-maturity only if the Company has the positive intent and abilit to hold them to maturity.
Trading securities are defined as those bought and held principally for the purpose of selling them in “he near term. All other
securities must be classified as available-for-sale.

. Held-to-maturity securities are measured at amortized cost in the consolidated balance sheets. Unreatized holding
gains and losses are not included in earnings or in a separate component of capital, The are merely disclosed in
the notes to the consolidated financial statements,

. Available-for-sale securities are carried at fair value on the consolidated balance sheets. Unrealized holding gains
and losses are not included in earnings, but are reported as a net amount (less expected 1ax} in a separate
component of capital until realized.
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. Trading securities are carried at fair value on the consolidated balance sheets. Unrealized holding gains and losses
for trading securities are included in earnings.

Declines in the fair value of held-to-maturity and availabie-for-sale securities below their cost that are deemed to be other
than temporary are reflected in earnings as realized }osses.

LOANS:

Loans receivable that management has the intent and ability to hold until maturity or payoff are reported at their
outstanding principal balances adjusted for amounts due to borrowers on unadvanced loans, any charge-offs, the allowance for
loan losses, and any deferred fees or costs on originated loans, or unamortized premiums or discounts on purchased loans.

Interest on loans is recognized on a simple interest basis.

Loan origination and commitment fees and certain direct origination costs are deferred, and the net amount amortized as
an adjustment of the related loan’s yield. The Company is amortizing these amounts over the contractual life of the related
loans.

Residential real estate loans are generally placed on nonaccrual when reaching 90 days past due or in process of
foreclosure. All closed-end consumer loans 90 days or more past due and any equity line in the process of foreclosure are placed
on nonaccrual status. Secured consumer loans are written down to realizable value and unsecured consumer loans are charged-
off upon reaching 120 days past due depending on the type of loan. Commercial real estate loans and commercial business loans
and leases which are 90 days or more past due are generally placed on nonaccrual status, unless secured by sufficient cash or
other assets immediately convertible to cash. When a loan has been placed on nonaccrual status, previously accrued and
uncollected interest is reversed against interest on loans. A loan can be returned to accrual status when collectibility of principal
is reasonably assured and the loan has performed for a period of time, generally six months.

Cash receipts of interest income on impaired loans are credited to principal to the extent necessary to eliminate doubt as to
the collectibility of the net carrying amount of the loan, Some or all of the cash receipts of interest income on impaired loans is
recognized as interest income if the remaining net carrying amount of the loan is deemed to be fully collectible. When
recognition of interest income on an impaired loan on a cash basis is appropriate, the amount of income that is recognized is
limited to that which would have been accrued on the net carrying amount of the loan at the contractual interest rate. Any cash
interest payments received in excess of the limit and not applied to reduce the net carrying amount of the loan are recorded as
recoveries of charge-offs until the charge-offs are fully recovered.

ALLOWANCE FOR LOAN LOSSES:

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses
charged to earnings. Loan losses are charged against the aliowance when management believes the uncollectibility of a loan
balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s periodic
review of the coliectibility of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse
situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevaiting economic
conditions. This evaluation is inherently subjective as it requires estimates that are susceptible to significant revision as more
information becomes available.

A loan is considered impaired when, based on current information and events, it is probable that the Company will be
unable to coliect the scheduled payments of principal or interest when due according to the contractual terms of the loan
agreement. Factors considered by management in determining impairment include payment status, collateral value, and the
probability of collecting scheduled principal and interest payments when due. Loans that experience insignificant payment
delays and payment shortfalls generally are not classified as impaired. Management determines the significance of payment
delays and payment shortfalls on a case-by-case basis, taking into consideration all of the circumstances surrounding the loan
and the borrower, including the length of the delay, the reasons for the delay, the borrower’s prior payment record, and the
amount of the shortfall in relation to the principal and interest owed. Impairment is measured on a loan by loan basis for
commercial and construction loans by either the present value of expected future cash flows discounted at the loan’s effective
interest rate, the loan’s obtainable market price, or the fair value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the
Company does not separately identify individual consumer and residential loans for impairment disclosures.

PREMISES AND EQUIPMENT:

Premises and equipment are stated at cost, less accumulated depreciation and amortization. Cost and related allowances
for depreciation and amortization of premises and equipment retired or otherwise disposed of are removed from the respective
accounts with any gain or loss included in income or expense. Depreciation and amortization are calculated principally on the
straight-line method over the estimated useful lives of the assets,
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SERVICING:

Servicing assets are recognized as separate assets when rights are acquired through purchause or through sale of financial
assets. Capitalized servicing rights are reported in other assets and are amortized into noninterest income in proportion to, and
over the period of, the estimated future net servicing income of the underlying financial assets. Servicing assets are evaluated for
impairment based upon the fair value of the rights as compared to amortized cost. Impairment is determined by stratifying rights
by predominant characteristics, such as interest rates and terms. Fair value is determined using prices for similar assets with
similar characteristics, when available, or based upon discounted cash flows using market-based assumptions, Impairment is
recognized through a valuation allowance for an individual stratum, to the extent that fair value is less than the capitalized
amount for the stratum.

OTHER REAL ESTATE OWNED AND IN-SUBSTANCE FORECLOSURES:

Other real estate owned includes properties acquired through forectosure and properties classified as in-substance
foreclosures in accordance with Statement of Financial Accounting Standards (SFAS) No. 13, “Accounting by Debtors and
Creditors for Troubled Debt Restructuring.” These properties are carried at the lower of cost or fair value less estimated costs to
sell. Any write down from cost to fair value required at the time of foreclosure or classification as in-substance foreclosure is
charged to the altowance for loan losses. Expenses incurred in connection with maintaining these assets, subsequent write
downs and gains or losses recognized upon sale are included in other expense.

In accordance with SFAS No. 114, “Accounting by Creditors for Impairment of a Loan,” the Company classifies loans as
in-substance repossessed or foreclosed if the Company receives physical possession of the debtor’s assets regardless of whether
formal foreclosure proceedings take place.

FAIR VALUES OF FINANCIAL INSTRUMENTS:

Statement of Financial Accounting Standards (SFAS) No. 107, “Disclosures about Fair Value of Financial Instruments,”
requires that the Company disclose estimated fair values for its financial instruments. Fair value raethods and assumptions used
by the Company in estimating its fair value disclosures are as follows:

Cash and cash equivalents: The carrying amounts reported in the balance sheets for cash and cash equivalents
approximate those assets’ fair values.

Securities: Fair values for securities are based on quoted market prices, where available. If quoted market prices are not
available, fair values are based on quoted market prices of comparable instrumients,

Loans receivable: For variable-rate loans that reprice frequently and with no significant change in credit risk, fair values
are based on carrying values. The fair values for other loans are estimated by discounting the futwe cash flows, using interest
rates currently being offered for loans with similar terms to borrowers of similar credit quality.

Accrued interest receivable: The carrying amount of accrued interest receivable approximates its fair value,

Deposit liabilities: The fair vatues disclosed for demand deposits, regular savings, NOW accounts, and money market
accounts are equal to the amount payable on demand at the reporting date (i.e., their carrying amounts). Fair values for
certificates of deposit are estimated using a discounted cash flow calculation that applies interest rutes currently being offered on
certificates to a schedule of aggregated expected monthly maturities on time deposits.

Federal Home Loan Bank advances: The carrying amounts reported on the consolidated balance sheet for these
borrowings approximate their fair value,

Securities sold under agreements to repurchase: The carrying amounts reported on the conso idated balance sheets for
securities sold under agreements to repurchase approximate their fair values.

Off-balance sheet instruments: The fair value of commitments to originate loans is estimated using the fees currently
charged to enter similar agreements, taking into account the remaining terms of the agreements and the present creditworthiness
of the counterparties. For fixed-rate loan commitments and the unadvanced portion of loans, fair value also considers the
difference between current levels of interest rates and the committed rates. The fair value of letters of credit is based on fees
currently charged for similar agreements or on the estimated cost to terminate them or otherwise setle the obligation with the
counterparties at the reporting date.

ADVERTISING:

The Company directly expenses costs associated with advertising as they are incurred.

INCOME TAXES:

The Company recognizes income taxes under the asset and liability method. Under this method, deferred tax assets and
liabilities are established for the temporary differences between the accounting basis and the tax basis of the Company’s assets
and liabilities at enacted tax rates expected to be in effect when the amounts related to such temporary differences are realized or
settled.
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STOCK BASED COMPENSATION:

At December 31, 2007, the Company has five stock-based employee compensation plans which are described more fully
in Note 10. The Company accounts for the plans under SFAS No. 123(R) “Share-Based Payment.” During the years ended
December 31, 2007 and 2006, $16 and $36, respectively, in stock-based employee compensation was recognized, Prior to
January 2006, the Company accounted for those plans under the recognition and measurement principles of APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related Interpretations. Accordingly, no compensation cost had been
recognized for its fixed stock option plans. In addition, $49 and $12 of compensation cost was recognized in 2007 and 2006,
respectively, for annual stock awards of 500 shares to an executive officer under his employment agreement and for !
compensation costs related to the 2005 Restricted Stock Plan.

SUPPLEMENTAL RETIREMENT PLAN: !

[n connection with its Supplemental Retirement Plan, the Company established a RABBI Trust to assist in the
administration of the plan. The accounts of the RABBI Trust are consolidated in the Company’s consolidated financial
statements. Any trading securities held by the RABBI Trust are accounted for in accordance with SFAS No. 115,

EARNINGS PER SHARE:

Basic earnings per share represent income available to common stockholders divided by the weighted-average number of
common shares outstanding during the peried. Diluted earnings per share reflects additional common shares that would have
been outstanding if dilutive potential common shares had been issued, as well as any adjustment to income that would result
from the assumed issuance. Potential common shares that may be issued by the Company relate solely to outstanding stock
options, and are determined using the treasury stock method.

RECENT ACCOUNTING PRONOUNCEMENTS:

In February 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 155, “Accounting for Certain
Hybrid Instruments”™ (SFAS 155), which permits, but does not require, fair value accounting for any hybrid financial instrument
that contains an embedded derivative that would otherwise require bifurcation in accordance with SFAS No. 133, The statement
also subjects beneficial interests issued by securitization vehicles to the requirements of SFAS No. 133. The statement is
effective as of January 1, 2007. The adoption of SFAS 155 did not have a material impact on the Company’s financial condition,
results of operations or cash flows.

In March 2006, the FASB issued SFAS No. 136, “Accounting for Servicing of Financial Assets- an amendment of FASB
Statement No. 140" (SFAS 156). SFAS 1356 requires an entity to recognize a servicing asset or servicing liability each time it
undertakes an obligation to service a financial asset by entering into a servicing contract in specific situations. Additionally, the
servicing asset or servicing liability shall be initially measured at fair value; however, an entity may elect the *amortization
method” or “fair value method™ for subsequent balance sheet reporting perieds. SFAS 156 is effective as of an entity’s first
fiscal year beginning after September 15, 2006. Early adoption is permitted as of the beginning of an entity’s fiscal year,
provided the entity has not yet issued financial statements, including interim financial statements, for any period of that fiscal
year. The adoption of this statement did not have a material impact on the Company’s financial condition or results of
operations.

In June 2006 the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an interpretation of
FASB Statement 109" (“FIN 48”). FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken, or expected to be taken, in a tax return and provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective
for fiscal years beginning after December 15, 2006. The adoption of FIN 48 did not have a material impact on the Company’s
financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Vaiue Measurements” (SFAS 157). SFAS 157 defines fair
value, establishes a framework for measuring fair value under generally accepted accounting principles (GAAP) and enhances
disclosures about fair value measurements. SFAS 157 retains the exchange price notion and clarifies that the exchange price is
the price that would be received for an asset or paid to transfer a liability (an exit price) in an orderly transaction between market
participants on the measurement date. SFAS 157 is effective for the Company’s consolidated financial statements for the vear
beginning on January 1, 2008, with earlier adoption permitted. The Company does not expect the adoption of this statement to
have a material impact on its financial condition and results of operations.

In September 2006, the FASB ratified the consensus reached by the Emerging Issues Task Force (“EITF™) on Issue
No. 06-4 “Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-Dollar Life
Insurance Arrangements,” (EITF 06-4). EITF (6-4 requires companies with an endorsement split-dollar life insurance
arrangement to recognize a liability for future postretirement benefits. The effective date is for fiscal years beginning after
December 15, 2007, with earlier application permitted. Companies should recognize the effects of applying this issue through
either (a) a change in accounting principle through a cumulative effect adjustment to retained earnings or (b) a change in
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accounting principle through retrospective application to all periods. The Company does not ex;ect the adoption of this issue to
have a material impact on its financial position and results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities
including an amendment of FASB Statement No. 1157 (SFAS 159). SFAS 159 permits entities -0 choose (o measure many
financial instruments and certain other items at fair value that are not currently required to be measured at fair value. The
objective is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings
caused by measuring related assets and liabilities differently without having to apply complex hedge accounting provisions. This
Statement also establishes presentation and disclosure requirements designed to facilitate comparisons between entities that
choose different measurement attributes for similar types of assets and liabilities. The new standard is effective at the beginning
of the Company’s fiscal year beginning January 1, 2008, and early application may be elected in certain circumstances. The
Company does not expect the adoption of this statement to have a material impact on its financiz| position and results of
operations.

NOTE 3—INVESTMENTS IN AVAILABLE-FOR-SALE SECURITIES

Debt and equity securities have been classified in the consolidated balance sheets according to management’s intent, The
amortized cost of securities and their approximate fair values are as foltows as of December 31:

Gross Gross
Amortized Unrealized Unrealized
Cost Basis Guins_ Losses Fair Value
December 31, 2007:
Debt securities issued by U.S. government corporations and agencies $ 12,690 % 127 8 g8 § 12,809
Debt securities issued by states of the United States and political
subdivisions of the SIAES .......ocoovveriiiiee e 12,325 24 155 (2,194
PrefRrTed SLOCKS ..o et et e et et eenteete et enar e 12,407 91 382 12,116
Marketable equity SECUNTIES . .....vviiueereeiieiece e, 560 2 7 555
Mortgage-backed SECULItIES ..v..iiiiiceriiii e, 76,672 383 335 76,720
Debt securities issued by foreign governments..........occceeevevevecrneennnn. 400 —- I 399
| $ 115054 3% 627 § 888 % 114,793
‘December 31, 2006:
| Debt securities issued by U.S. government corporations and agencies $ 13,000 % t4 § 718 12943
| Debt securities issued by states of the United States and political
subdivisions of the SIAES ...t 9,730 2 75 9,657
| Corporate debt SECUIEIES ..ot eeeee e 1,451 —- — 1,451
| PreferTed SLOCKS ..vvvveereiveeiisitetetese e eeee e eee s reeemseans e sememeeeeneeeeeeesean 9,529 — 49 9,480
i Marketable equity SECUNIES.....cviiieeiiccvviienis et sres e ens 537 4 13 528
| Mortgage-backed SECUMES.........ovuvvvveeeeeeseeee e essesrse s cvesceenene 78,613 118 1,159 77,572
. Debt securities issued by foreign governments...........ccovvverivinrininnnne. 400 — 5 395

$ 113260 § 138§ 1,372 % 112,026

The scheduled maturities of available-for-sale debt securities and trust preferred securities were as follows as of December 31,
2007:

Fair Valge

Duie wWithin One Year........cciiii e sttt eb et $ 2,991
Due after one year through five Years..........oooiiiiienr st 7,091
Due afier five years through 1en Years ..o ernrs 5,424
Due in more than ten YEAIS .o st n 18,836
Mortgage-backed SECUIITIES ..............covcvrrrr et e b e oesenenes 76,720

$ 111,062

There were no sales of available-for-sale securities in 2007. Proceeds from sales of available-for-sale securities in 2006
amounted to $44,228. Gross realized gains and losses in the year ended December 31, 2006 were $258 and $767, respectively. The tax
benefit applicable to these net realized losses amounted to $181 for the year ended December 31, 2006.

During 2006, the amortized cost of held-to-maturity securities that was transferred to available-for-sale amounted to $58,870,
and the related unrealized loss amounted to $1,026. Held-to-maturity securities were transferred to the available-for-sale category to
reposition the investment portfolio and provide greater flexibility in the future, The Company does not intend to hold held-to-maturity
securities in the future,
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As of December 31, 2007, there were no securities that exceeded 10% of stockholders’ equity.

Total carrying amounts of $55,640 and $59,042 of securities were pledged to secure treasury tax and loan, trust funds and public
funds on deposit, and securities sold under agreements to repurchase as of December 31, 2007 and 2006, respectively.

In connection with its supplemental retirement plan described in Note 11, the Company set up a RABBI Trust which holds
trading securities. The RABBI Trust is included in other assets on the consolidated balance sheets. The portion of trading gains for the
years ended December 31, 2007 and 2006 that relates to trading securities still held at year end amounted to $21 and $6, respectively.
The fair value of trading securities held in the RABBI Trust as of December 31, 2007 and 2006 was $308 and $410, respectively.

The aggregate fair value and unrealized losses of securities that have been in a continuous unrealized loss position for less than
twelve months and for twelve months or more, and are not other than temporarily impaired, are as follows:

December 31, 2007:

Debt securities issued by U.S. government corporations
AN AZENCIES. ceevreeeeteeee e sssa s

Debt securities issued by states of the United States and
politicat subdivisions of the states ...

Mortgage-backed securities........oocvmveemiinivcieiinnnnne.

Debt securities issued by foreign governments ..........

Marketable equity securities...........cccounnininiinnes

Preferred StOCKS ..o

Total temporarily impaired securities ..............

December 31, 2006:

Debt securities issued by U.S. government corporations
And AZENCIES......ccveeeeecrreierrcre s

Debt securities issued by states of the United States and
political subdivisions of the states ...........ccccceceeine

Mortgage-backed securities............ccoovvvvnieneceneen

Debt securities issued by foreign governments ..........

Marketable equity SECUTTtIES. ....covveernr s

Preferred StOCKS .....eccveeceiceeee i

Total temporarily impaired securities ...............

The investments in the Company’s investment portfolio that are temporarily impaired as of December 31, 2007 consist primarily
of debt and mortgage-backed securities issued by U.S. government corporations and agencies with strong credit ratings and preferred
stocks. The unrealized losses in the above table are primarily attributable to changes in market interest rates and recent uncertainties in
the financial markets. Company management has the ability to hold debt securities to maturity and equity securities until cost recovery
occurs and does not intend to sell these securities in the near term future. Therefore, the December 31, 2007 unrealized losses are

determined to be temporary.

NOTE 4—LOANS

Loans consisted of the following as of December 31:

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
s — 3 — $ 2992 §% 8 3 2992 3% 8
4,903 64 5433 91 10,336 155
5,241 92 30,037 243 35,278 335
— — 399 1 399 L,
_ — 548 7 548 7
8,940 382 — —_— 8,940 382
$ 19084 3% 538 §$ 39409 § 350 $ 58493 § 888
$ 3993 § 7§ 4936 § 64 § 8929 § 71
6,377 70 399 5 6,776 75
28,296 156 38,107 1,003 66,403 1,159
— 395 5 395 5
— — 518 13 518 13
5,480 49 — — 5,480 49
$ 44146 § 282 $ 44355 % 1,090 § 83501 § 1,372

Commercial, financial and agricultural ..o 3
Real estate—construction and land development.............cccooociviviine,
Real estate—residential ..o

Allowance fOr Loan 10SS8S. ..ottt iiirririr s isisitaeassssrssrneeerreesaaasmsreeeeassaasmrees
Deferred 10an COSES, MEL. ... tr ettt eessrarer s ansea s s tnraeaesessarnrereneeeen

INEL LOANIS oot s et e e st et s ere st areessmes b e smt et aaasessessansassemsesesnsesneneans $

2007 2006
39343 § 487201
17,042 20,890
120,512 106,930
127,819 112,237
2,392 3,102
14,193 13,664
321,301 305,024 -
(3,614) (3,044)
669 687
318356  $ 302,667




Changes in the allowance for loan losses were as follows for the years ended December 31:

2007 2006
Balance at beginning of period.......ccc.coceevviniiinnir s $ 3044 § 2514
Loans charged off ...t (13) (10}
Provision for 10an J0SSES. ..o orriiii et 395 590
Recoveries of loans previously charged off ... 190 7
Reclassification as allowance for COMMIMENtS......o.oovvivviririiieisieeeeees s eraesnereas — (57)
Balance at end 0f PETIOd........cic it e st s st etasrsseeresneneas $ 3614 § 3,044

Certain directors and executive officers of the Company and companies in which they have signifizant ownership interest were
customers of the Bank during 2007. Total loans to such persons and their companies amounted to $177 £s of December 31, 2007.
During 2007, principal payments and advances totaled $236 and $146, respectively.

The following table sets forth information regarding nonaccrual loans and accruing loans 90 days or more overdue as of
December 31:

2007 2006
Total NONACCIUAL JOANS. ...ttt e e e st enntene $§ 259 % 16
Accruing loans which are 90 days or more overdue........co.ovvmmreceiereeeeseeeieianos 3} — £ —
Information about loans that meet the definition of an impaired loan in SFAS Neo. 114 is as followy:
December 31,
2007 2006
Recorded Related Recorded Related
lovestment Allowance Investment Allowance
in For In For
Impaired Credit Impaired Credit
Louns Losses - Loans Losses
Loans for which there is a related allowance for credit losses ......... b 234§ 54 — % —
Loans for which there is no related allowance for credit losses ....... — — — —
TOMALS .ottt e s e seeee e errer et e e et et en et e eee e e 5 234 § 55 — 8 —
Average recorded investment in impaired loans during the year ended
DECEMDBEL 3.ttt cer s e rer s r et eee s $ 18 b 12

Related amount of interest income recognized during the time, in the
year ended December 31, that the loans were impaired
Tolal 1eCOZMIZEM «.oov vt ete s eres v ¥ —_—

o
|

el en
|

Amount recognized using a cash-basis method of accounting

Loans serviced for others are not included in the accompanying balance sheets. As of December 31, 2007 and 2006, the unpaid
principal balances of loans serviced for others were $28,445 and $31,879, respectively,

Changes in mortgage servicing rights, which are included in other assets, were as follows for the years ended December 31:

2007 2006
Balance at beginning of Period. ........c.cocooiiiiinii e $ 93 § 135
AMOTHZAION .....oeitiiiiiiiitieeeeeeeeeee e e et s e e et eeseeaeeseeeestevresresreeres e eesesssnssesserensesrensesnes (34 (42)
Balance at end 0F PETIOq .. .ccvvuiiie ettt ee et aerarons $ 5 % 93

No valuation allowance for the carrying amount of mortgage servicing rights at December 31, 2007 and 2006 was recorded
because management estimated that there was no impairment in the carrying amount of those rights. The fair values of these rights
approximated their carrying amount,

35




NOTE 5—PREMISES AND EQUIPMENT
The following is a summary of premises and equipment as of December 31:

2007 2006
LN oottt et st ek bbb s e bnr e bt $ 364 $ 364
BUITGINES 1.t cvarecs ettt s 4,322 4,260
Furniture and equipment ..........oovveiiinirrcrecec s 5,691 5,024
Leasehold iMprovements...... ..o 6,051 4,909
CONSIIUCHON H PIOBTESS ... ererevrearerrvaearenmermaneassrsiestsrsiesntsrsesessesssnessssessesessenseseses —_— 87

16,428 14,644
Accumulated depreciation and aMOItIZAtION ......c..oveeveivveeernneennininen s (9,107 (8,359)

$ 7,321 5 6,285

Depreciation and amortization expense for the years ended December 31, 2007 and 2006 amounted to $748 and $652,
respectively.

NOTE 6—DEPOSITS

The aggregate amount of time deposit accounts in denominations of $100 or more was $31,716 and $26.461 as of December 31,
2007 and 2006, respectively. :

For time deposits as of December 31, 2007, the scheduled maturities for the years ended December 31, are:

200D ettt et ee e b bbb eb st 4,472
20H0 e e ettt bt 1,016
20TT ot e 641
2002 e 40

$ 89,123

Deposits from related parties held by the Company as of December 31, 2007 and 2006 amounted to $2,750 and 34,926,
respectively. '

NOTE 7—FEDERAL HOME LOAN BANK ADVANCES
Advances consist of funds borrowed from the Federal Home Loan Bank of Boston (FHLB).

Maturities of advances from the FHLB for the years ending after December 31, 2007 are summarized as follows:

2008 L.ttt e a e R e e s e e s et e T a b anrersgeeneeaneaneennana $ 26,662
2000 Lttt e e et e r g s b e e s g e s beenane e e beenane e e 7.954
120 T O OO ST OO 3,000
2 2 ettt e et e eate et ateatn e et eanteeateteaneaatateaatetatetebtesabnenanenaar 3,000
TRETEATIET. .. eeee i ceee it e et r s s ee et e e e e me e tmataemtseeea s e enamsneeeenmeeeeaabeasenss 19,000

TOUAE oottt et e s s rerarees et e st e e resabaraserasaansasnseseaeseebeenbesnsesnreaneesns $ 59,6106

At December 31, 2007, the following advances from the FHLB were redeemable at par at the option of the FHLB:

Maturity Date Optional Redemption Date Amount
December 14, 2010 .....c.coooevvivrnnn December 15, 2008 and quarterly thercafter $ 3,000
May 25,2012, 0, May 27, 2008 and quarterly thereafter 3,000
October 10,2013 oo, January 10, 2008 and quarterly thereafter 5,000
May 30,2017 o February 29, 2008 and quarterly thereafter 3,000
June 8, 2017 .o March 10, 2008 and quarterly thereafter 3,000
July 20,2017 oo, January 22, 2008 and quarterly thereafter 3,000
July 31,2017 oo January 31, 2008 and quarterly thereafier 5,000
$ 25,000
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Amortizing advances are being repaid in equal monthly payments and are being amortized from the date of the advance to the
maturity date on a direct reduction basis.

Borrowings from the FHLB are secured by a blanket lien on qualified collateral, consisting primarily of loans with first
mortgages secured by one to four family properties, certain unencumbered investment securities and other qualified assets.

At December 31, 2007, the interest rates on FHLB advances ranged from 3.06% to 5.07%. At Deccmber 31, 2007, the weighted
average interest rate on FHLB advances was 4.20%.

NOTE 8—SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The securities sold under agreements to repurchase as of December 31, 2007 are securities sold on .1 short term basis by the
Bank that have been accounted for not as sales but as borrowings. The securities consisted of mortgage-b.cked securities issued by
U.S. government corporations, debt securities issued by states of the United States and political subdivisions of the states and
preferred stocks. The securities were held in the Bank’s safekeeping account at the Federal Reserve Bank under the control of the
Bank, and in the Bank’s trust department. The securities are pledged to the purchasers of the securities. The purchasers have agreed to
sell to the Bank substantially identical securities at the maturity of the agreements.

NOTE 9—INCOME TAXES

The components of the income tax expense are as follows for the years ended December 31:

2007 2006
Current;
FRARTAL 1 nnoeeeeiesreeese et ese e ee e s e e e e esereee s e e b ae s s tstsotaaba e s s smmsesssrbnersranbeaesrsnbesesnsanaanes $ 1,281 $ 1,110
AL .veteieeeeeeseeeeeeesaeeeesaaseessaansersr et e annsae e e smeeenantneeeesnnneesiisseaeaassennnnrne s nnrnerantn 271 254
1,552 1.364
Deferred:
FEABTAL conreereree ettt ettt erae e sa st e e r s n b areen (154) (192)
SHALE 1 vveververeerieteorerssbessrmrsessammses s et e anseameat et e st et areran R er e et e R e ea e an A i a At Rt eA e r e (48) (62)
{202) (254)
Total iNCOME TAX EXPEMSE ...cvrrrrrrrreieeeeei st bne $ 1350 $ 1,110

The reasons for the differences between the statutory federal income tax rate and the effective tax rates are summarized as
follows for the years ended December 31:

2007 2006
% of % of
Income Income
Federal income tax at StAtULOrY FALE .....o.ooovieieiiceereroee st st s r e s s s e e e 34.0% 34.0%
Increase (decrease) in tax resulting from:
TAX-EXEINPL ITICOIMIC ....vevtieeieterieesra e et srererrs e art et s ee e s etesemsme e eaesmeseeae s st eds st abe b es et et esnsniann (9.5) {(7.1)
Dividends paid t0 ESOP ..ot s s an {0.6) (0.8)
Unallowable eXPenSeS ..o ivrerecieeereerec i reesee sttt sb s sae s b e s 1.0 0.8
£ 11 TS SO PO OO OO TPV OO (0.5) —
State tax, net of federal tax benefit ... 3.0 35
EfTECTIVE TAX TALES 1.uviireiiseesarasaensressmrmreeaeesaeeaaseaneeammeseesessbesssssasssstssssnansssnesnsesnsssnsssnans 27.4% 30.4%
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The Company had gross deferred tax assets and gross deferred tax liabilities as follows as of December 31:

2007 2006
Deferred tax assets:
Allowance for 10an LOSSES ........ooovveeeieeeieiicieeeieece et evsssrreberas $ 1,360 % 1,137
Deferred cOmpensation ... ce e 820 773
Accrued retirement benefits ... 152 150
Accrued interest on nonperforming l0AnNS ..........cccocriiiiiivnieni s 2 1
ACCTUBE PENSION 1.veveveierrerereererreresreniercrrssssesrnrerereeresestnsereressssssnsesesasasassssesans 152 215
Unrecognized employee benefit costs under SFAS No. 158 .......coiiivieenees 268 82
Net unrealized holding loss on available-for-sale securities ..., 117 466
Gross deferred tax aSSetS . ....cciivveeeece et 2,811 2,824
Deferred tax habilities:
Accelerated depreciation...........coovcveiciinncrcn i e e res 36 55
Loan origination fees and COStS, Net.......c.ocoeiiiiiviciiiieiii e 278 294
Other adjUSEMENLS ..ot et ae e esee e em e s eeenas 24 27
Mortgage Servicing FBIES ....occccvrvrrerrr e e se e ars e nan e 24 38
Gross deferred tax liabilities.... ..o 362 414
Net deferred taX ASSCT...oi ittt ee e e cae st e e eteesaeveenaeeneerneerns $ 2449 § 2410

Deferred tax assets as of December 31, 2007 and 2006 have not been reduced by a valuation allowance because management
believes that it is more likely than not that the full amount of deferred tax assets will be realized.

As of December 31, 2007, the Company had no operating loss and tax credit carryovers for tax purposes.

NOTE 10—STOCK COMPENSATION PLANS

In 2005, the Company adopted the 2005 Restricted Stock Plan under which up to 37,000 shares of stock of the Company may be
awarded to key employees or directors of the Company. In 2007, 9,275 shares of restricted stock grants were awarded at the market
price of $21.85. As of December 31, 2007, 270 shares were vested and compensation cost relating to the 2005 Restricted Stock Plan
totaled $44. As of December 31, 2007, there was $158 of unrecognized compensation cost related to nonvested shares awarded. That
cost is expected to be recognized over a weighted average period of 2.4 years.

The Company has also adopted five fixed option, stock-based compensation plans. Under the 1996 amended 1987 Incentive
Stock Option Plan for Key Employees, the Company may grant up to 97,650 shares, at fair value, to key employees. Under the 1996
Incentive Stock Option Plan for Key Employees the Company may grant up to 75,390 shares of common stock, at fair value, to key
employees. Under the 1998 Incentive Stock Option Plan for Key Employees the Company may grant up to 63,000 shares of common
stock, at fair value, to present and future employees. Under the 1996, 1994 and 1993 amended 1987 Director’s plan, the Company
may grant up to 113,400 shares of common stock to present and future directors at prices and exercise terms as determined by the
Board of Directors. Under the 1998 amended 2002 Directors’ plan, the Company may grant up to 54,521 shares of common stock to
present and future Directors. Under the 1998 Directors’ Plan, stock options are granted at prices and exercise terms as determined by
the Board of Directors. In 2002, the 1998 Director’s Stock Option Plan was amended so that all options granted under the plan shall
immediately vest in full upon a Director reaching mandatory retirement age and that all options granted shall expire if not exercised
within 90 days after the Director’s retirement.

A summary of the status of the Company’s fixed stock option plans as of December 31, 2007 and 2006 and changes during the
years ending on those dates is presented below:

2007 2006
Weighted- Weighted-
Average Average

Fixed Options Shares Exercise Price Shares Exercise Price
QOutstanding at beginning of year............coooeoiievincceceeeceeee 71,454 §$ 14.71 111,149 § 14.33
EXEICISed. ..ccoiniiiiiiii e (43,675) 14.73 (38,540} 13.64
Forfeited. ... (2,270) 11.01 (1,155) 14.26
Qutstanding at end of Year...........cccovevvevreeievrerernmieeniennes 25,509 15.01 71,454 14.71
Options exercisable at year-end ........oooceeeiveciinencicreeeeeceeee 21,297 % 15.23 62,466 § 14.78
Weighted-average fair value of options granted during the year N/A N/A.
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The following table summarizes information about fixed stock options cutstanding as of December 31, 2007:

Options Outstanding Options Exercisable
Number Weighted-Average Number
Outstanding Remaining Weighted-Average E:ercisable Weighted-Average
Range of Exercise Prices as of 12/31/07 Contractual Life Exercise Price as of 12/31/07 Exercise Price
$13.36-13.40 4,284 3.15years § 13.37 1,794 % 13.38
14.52 6,535 2.07 years 14.52 5,023 14.52
15.69 - 15.76 14,690 0.24 years 15.70 14,480 15.70
25,509 1.20 years 15.01 21,297 15.23

As of December 31, 2007, there was $16 of unrecognized compensation cost related to nonvested share-based compensation
arrangements granted under the stock option plans. That cost is expected to be recognized over a weight2d-average period of 1.5
years.

NOTE 11—EMPLOYEE BENEFITS OTHER THAN POSTRETIREMENT, MEDICAL AND LIFE INSURANCE
BENEFITS

Defined benefit pension plan
The Company provides pension benefits for eligible employees through a defined benefit pension plan (plan).

Effective January 1, 2006, the Company suspended the plan so that participating employees no longer earn additional defined
benefits for future services.

The following tables set forth information about the plan, using a measurement date of December 31, as of December 31 and the
years then ended:

2007 2006
Change in projected benefit obligation:
Benefit obligation at beginning of Year........cc.coooviiiiiie e e $ 7861 § 7,507
INTETESE COSE ...oviiviiiiiiiicicre e e e esbre s 494 473
BENefits PAId....coceeee et e e et et (385) (353)
ACTUATTAL LOSS.. it 208 234
Benefit obligation at end of Year............cveiiviiiiii e 8,178 7,861
Change in plan assets:
Plan assets at estimated fair value at beginning of year ...........ccccooovvnneccn i 7,362 6,855
Actual refurn On Plan @SSELS.........ociviiiiiiiiriacs ittt e e e e eas 379 860
Benefits Paid.....cooiiiii e e (385) (353)
Fair value of plan assets at end of year ... 7,356 7,362
Funded status and recognized liability included in the balance sheet...........c.cccoceeiniinininenene. $ (822 3 (499

Amounts recognized in accumulated other comprehensive loss, before tax effect, consist of an unrzcognized net loss of $450 as
of December 31, 2007 and an unrecognized net gain of $25 as of December 31, 2006.

The accumulated benefit obligation for the defined benefit pension plan was $8,178 and $7,861 at December 31, 2007 and 2006,
respectively.

The discount rate used in determining the actuarial present value of the projected benefit obligation was 6.25% for 2007 and
2006.
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Components of net periodic cost and other amounts recognized in other comprehensive income:

2007 1006
Interest cost on benefit OblZAtION ..eveveivverererceeer e ' 3 494 § 473
Expected return 00 sSe1S ..o e aesnin (646) (601)
Net periodic Benefit ....o.oovviiiiiiiiccre e s (152) (128)
Total plan INCOME ...cooeieiricenic s (152) (128)
Other changes in plan assets and benefit obligations recognized in other comprehensive income:
Nel actuarial LS. ... 475 —
Total recognized in other comprehensive inCome.............ccoovrvvrrvviene, 475 —
Total recognized in plan income and other comprehensive income.......... $ 323§ (128)

The estimated unrecognized net actuarial oss that is expected to be recognized into net periodic benefit or cost is $0 in 2008,
For the years ended December 31, 2007 and 2006, the assumptions used to determine the net periodic benefit are as follows:

Years Ended December 31,

2007 2006
DHSCOUNLTALE 1.1t ars v 6.25% 6.25%
Expected long-term rate of return on plan assets...........cooeorcniinciinnan, 9.00% 9.00%

The expected long-term rate of return on plan assets for the pension plan is based on historical returns on plan assets, current
and future asset allocations, and Company management’s ocutlook for long-term interest rates.

Plan Assets

The Company’s pension plan asset allocations by asset category are as follows:

December 31, 2007 December 31, 2006
Fair Yalue Percent Fair Value Percent
ACCIUEA INCOME .uviiiiiecvvieiceieeeeerenesssarssaresssbasssaeassessnsaessseasssasasessaseannne $ 18 2% 3% 18 2%
Beverly National Bank money market account...........ccocoooniin 548 7.5 597 8.1
Fixed inCOME SECUMTIIES........iiiiiiiriieiieiesciiee e ctnea s streeesrn e s erteassrsnaeasene 1,601 21.8 1,687 22.9
EQUILY SECUTTES ...cocoiiee e s 5,189 70.5 5,060 68.8
TOtAl oottt arer e e rer $ 7,356 100.0% $ 7,362 100.0%

Except for the money market account, there were no securities of the Company and related parties included in plan assets as of
December 31, 2007 and 2006. .

The plan’s investments are managed in accordance with the Bank’s Trust Department investment management policies and
procedures. To achieve the plan’s investment objectives, assets within the plan are allocated among a number of asset classes to ensure
a proper level of diversification, risk, return and liquidity. The plan’s investment portfolio is managed under a “balanced” asset
allocation objective, and as of December 31, 2007 the aliocation guidelines are as follows:

Long-Term
Range Target
EQUILY SECUIITIES.....cvieieeeerre e e 65% - 75% 70%
Fixed INCOME SECULTHES . oiiiiiviiiiirssirsisriesieessreessseessnrrsrnnesssreesnnens 25% - 35% 30%

Based on current data and assumptions, the following benefits are expected to be paid for each of the following five years and in
the aggregate five years thereafter:

2008 e e e 5 381
2009 ettt e e bbb e r et 413
ZOT0 e e e b e e e bbb as 427
b U OO OO TS O OO U YOO TO U O TP UP TP PURTOTPPRRTPTOR: 419
1 U OSSP OU TP UROTPTRTRTRORt 431
20013 = 2007 oottt e et 2,509




The Company does not expect to make a contribution to its pension plan in 2008.

' Supplemental Retirement Plans

On December 24, 1996 the Company adopted a Supplemental Retirement Plan for two executive officers. This plan provides

i
nonfunded retirement benefits designed to supplement benefits available through the Company’s retirement plan for employees.

The following tables set forth information about the plan as of December 31 and the years then ended:

2007 2006
Changes in projected benefit obligation: .

Benefit obligation at beginning of year.............c.oooiiiiie b3 1,204 3 1,251
INTETESE COST..cviiiiiieiiiren e s 75 78
Benefit Paid....ccoiiiiir ittt e (123) (123)
ACHUATIA] GAIN. ..o e b e (2) (2)

Benefit obligation at end of year .........ccccnreriivnnne e 1,154 1,204
Plan @SS@ES....oouiriiiitiii ettt e e e e e 0 0
Funded status included in other liabilities............. ettt aann $ (1,154 §  (1,204)

Amounts recognized in accumulated other comprehensive loss, before tax effect, consist of an unrzcognized net actuarial loss of
£118 as of December 31, 2007 and an unrecognized net actuarial loss of $123 as of December 31, 2006.

The accumulated benefit obligation for the supplemental retirement plan was $1,154 and $1,204 a* December 31, 2007 and
2006, respectively.

2007 2006
Components of net periodic cost:
INIETESE COSE.ovvmimeriirr vttt ss et $8 75 % 78
Amortization of unrecognized Net L0SS .......viiviveirinererererre et 3 39
Net periodic PENSION COS vttt eee e sreseeenrens 78 117
Other changes in benefit obligations recognized in other comprehensive income:
Net aCHUATTAL BRI ..c.eiiiitiii ettt et s )] —
Amortization of unrecognized net actuarial loss............cocooirieieececrcencce, 3) —
Total recognized in other comprehensive income.........ooviincicennceniiiennn, ()] —
Total recognized in net periodic benefit cost and other comprehensive income $§ 73 § 117

The estimated unrecognized net actuarial loss that will be amortized from accumulated other comprehensive loss into net
periodic pension cost over the year ended December 31, 2008 is $3.

The discount rate and estimated pay increases used in determining the projected benefit obligation and net periodic pension cost
were 6.25% and 0%, respectively, for 2007 and 2006.

Estimated future benefit payments are as follows:

2008 o e e $ 123
000 et eer e e n et s 123
2000 e et s 123
ZOTT oo s et 123
20 et ettt e st oo e ne et et en e e s 123
2013 = 2007 oottt e e 616

Certain assets of the Company, consisting of U.S. Government obligations, corporate bonds, equitv instruments and life
insurance policies, are in a Rabbi Trust. The Rabbi Trust is used to assist in the administration of the plan and is subject to the claims
of creditors in the case of insolvency. The fair value of the assets in the Rabbi Trust amounted to $873 ar d $964 at December 31, 2007
and 2006, respectively. Such assets did not include any securities of the Company. See Note 3.

The supplemental retirement agreements under the plan provide that the officers do not have any right, title or interest in or to
any specified assets of the Company, or any trust or escrow arrangement. [n connection with the agreements, the Company established
two trust agreements. The trustee of the trusts is another bank.
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Salary Continuation Agreement

In 2003, the Company adopted a Salary Continuation Agreement for its chief executive officer. The agreement provides
nonfunded retirement benefits for twenty years upon termination of employment on or after the normal retirement age. Upon a change
in control, as defined in the agreement, the retirement benefits commence on the month following the executives normal retirement
age. The agreement is unfunded and the Bank is the fiduciary and administrator,

As of December 31, 2007 and 2006, the liability for the agreement was $368 and $276, respectively. Expense for the agreement
amounted to $92 and $86, respectively, for the years ending December 31, 2007 and 2006.

Defined Contribution Plan

The Bank has a 401(k) profit sharing plan whereby substantially all employees participate in the plan. In the plan, the Bank is
making matching contributions equal to one hundred percent of salary deferral up to 4.5% of participant’s compensation. Beginning
on January 1, 2006, all eligible participants also receive a Bank contribution equal to two percent of compensation. Total contributions
under this Plan amounted to $367 for 2007 and $364 for 2006.

Employee Stock Ownership Plan

The Company sponsors an Employee Stock Ownership Plan (ESOP). This plan is offered to employees who have attained age
21 and who have been employed by the Company and completed a minimum of 1,000 hours of employment. The plan entitles
Company employees to common stock or cash upon retirement, disability, death or separation from service from the Company based
on a vesting schedule. Benefits become 25% vested after iwo years of vesting service and increase to 100% vested afier five years of
vesting service.

The Company makes annual contributions to the ESOP in amounts determined by the board of directors, subject to a limitation
based on earnings and capital of the Company. Such contributions are first made to permit required payments of amounts due under
any acquisition loans. Dividends received by the ESOP on shares of the Company owned by the ESOP are used to repay any
acquisition loans or are credited to the accounts of allocated shares. The ESOP may borrow money to purchase shares of the
Company. The shares are pledged as collateral for its debt. As the debt is repaid, shares are released from collateral and allocated to
active employees, based on the proportion of debt service paid in the year. Any debt of the ESOP is recorded as debt and the shares
pledged as collateral are reported as unearned ESOP shares in the statement of financial position. There was no ESOP compensation
expense in 2007 and 2006. In 2007 the ESOP purchased 4,000 shares of the Company and in 2006 the ESOP purchased 4,400 shares
of the Company. No money was borrowed to fund the purchases.

The ESOP shares were as follows as of December 31:

2007 2006
Aldlocated Shares..........c.cooiiviiiiiici s 101,780 106,875
Total ESOP Shares .....cccoovivviiii ettt et s e 101,780 106,875

Change in Control

One of the Company’s executive officers has a change in control agreement (agreement) with the Company. Under the
agreement, if the executive officer’s employment is terminated within 24 months after a change in control as defined in the agreement,
then the officer is entitled to a fump sum equal to the product of the average sum of annual base compensation (salary plus bonus) for
the five years (or the term of employment, if less) preceding a change in control multiplied by three.

Six executive ofticers have change in control agreements which state that if the executive officer’s employment is terminated
within 24 months after a change in control as defined in the agreement, then the officers are entitled to a lump sum equal to the
product of the average sum of annual base compensation (salary plus bonus) paid to the executive officer for the five years {or the
term of employment, if less) preceding a change in control multiplied by two.

NOTE 12—POSTRETIREMENT BENEFITS OTHER THAN PENSION

The Company provides postretirement medical and life insurance benefits for retired employees. The Company follows the
accounting guidance of SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions.” The Company
funds medical and life insurance benefit costs on a pay-as-you-go basis. Participation in this plan was frozen in 1993 to include only
individuals who met certain age and service requirements. The program was adjusted in 2003 to cap the reimbursement of the
Medicare Part B rate at the 2003 level for medical reimbursement and discontinue the dental coverage subsidy for all participants.
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The following tables set forth information about the plan, using a measurement date of December 31, as of December 31 and the
years then ended:

2007 2006
Change in accumulated postretirement benefit obligation:

Benefit obligation at beginning of Year..........ccceveevicnicnrnrercnesermresnerrnns L 468 § 479
SEIVICE COSL....veieereiiiec ettt bt st e es s e sn e bs b an b bas 3 4
INEETESE COSE ..o oveirieieieitei e st ettt ettt eb et s ererereserasenermeser e e ne e ane b ar s s as s peraereenan 28 29
ACUANIAL LOSS «.eeiee st 13 8

Benefits Paid....ovvieiveiienereieernrec e ettt (55) (52)
Benefit obligation at end of year ..o 457 468
Fair value of plan assets at end of Year........cccevvevvinernveervcnieinns 0 0

Funded status included in other liabilities ......cccveveevievrrreseeeseeee e b (45T & (468)

Amounts recognized in accumulated other comprehensive loss, before tax effect, consist of the fo lowing as of December 31:

007 2006
Transition ODLGALION. ....cvveverirreererreriririeiereerercrreeecesee e s se e s sesecanans $ 159 § 189
Net actuarial GAIN ......ococvceeeeee e e (72) &7

E 87 0§ 102

Components of net periodic cost and other amounts recognized in other comprehensive income:

2007 2006
SBIVICE COSE ... ivereeererersrssesrenasersasrasssesesesssrecssesessassnsasaseseansesssans st amescmeseesssseseseseadossabessstsrnresiinssasssins $F 3 % 4
Interest cost on benefit OblIZAtIoN ... ..o 28 29
Amortization of transition Obligation..........cv i 30 31
Amortization of ACtUAIAL GAIN L...coiiiiiiii e s (2) (3
INET PETIOAIC COSL....uieiiieie ittt e e e b et e r e eb st sr e s s s e s s b e s e st e 39 6l
Other changes in benefit obligations recognized in other comprehensive income:
Amortization of transition ObIZALION ... iieeee et (309) —
ACTUATIAL 0SS oottt 13 —
Amortization of actuanial Zain ... 2 —
Total recognized in other comprehensive IMCOME .....oocvceviriinecerr e (15) —
Total recognized in net periodic benefit cost and other comprehensive income.............. $ 4 § ol

The estimated net actuarial gain and transition obligation that will be amortized from accumulatec. other comprehensive loss into
net periodic benefit cost over the year ended December 31, 2008 are $2 and $31, respectively.

2007 2006
Assumptions:
Weighted-average assumptions used to determine benefit obligation at December 31:
DISCOUNT TALE ... covcvecercnemcnremeneerermenes e memcsresrtnisiasrt s s ras b b s e st s e se s easssessesseaeasnana 6.25% 6.25%
Weighted-average assumption used to determine net periodic cost for years ended December 31:
DISCOUNE TALE ..ot srrs s s e e et es s e s s emean i 6.25% 6.25%

Assumed health care cost trend rates have no effect on the amounts reported for the health care plan.
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Based on current data and assumptions, the following benefits are expected to be paid for each of the following five years and in
the aggregate the five years thereafter:

2008 e e bbb b e snsr et rere e $ 53
200D e e e bbbt et s st er s s 51
2OTO e R bbb bbbttt en 2 ss et e s 49
2OTT oo et vt s Rt 46
2OT2 e ekt b bbbttt 44
2003 = 2017 oo et ettt e et na e e e e s tenn s 184

NOTE 13—COMMITMENTS AND CONTINGENT LIABILITIES

The Company is obligated under various lease agreements covering branch offices and ATM locations. The terms expire
between October 31, 2009 and December 31, 2028. Options to renew for additional terms are included under the operating lease
agreements. The total minimum rental due in future periods under these existing agreements is as follows as of December 31, 2007:

2008 e e ettt et st b et 3 687
2009 et e e e et et ee e 694
2000 e e e e bt b ettt e st et ts et e s e rs et 658
20T e e e e et b et etk et n s 653
2002 e sttt ettt ettt en et et et e s e st e reens 676
Y AP TMETEATTOT .. .o e e e e e e e et e et e e et eaneeeneeens 6,168

Total minimum [€aSe PAYMENTS........coiiiriieeeererr e eees $ 95306

Certain leases contain provisions for escalation of minimum lease payments contingent upon increases in real estate taxes and
percentage increases in the consumer price index. The total rental expense amounted to $692 for 2007 and $541 for 2006.

The Company entered into an agreement with a data processing services provider, Under the agreement, the Company is
obligated to pay monthly minimum processing fees equal to $16 through February 2009 and the Company may cancel the agreement
at any time, provided the Company pays a termination fee equal to forty percent (40%) of the Estimated Remaining Value as defined
in the agreement.

NOTE 14—FINANCIAL INSTRUMENTS

The Company is party to financial instruments with off-balance sheet risk in the normal course of business to meet the financing
needs of its customers. These financial instruments include commitments to originate loans, standby letters of credit and unadvanced
funds on loans. The instruments involve, to varying degrees, elements of credit risk in excess of the amount recognized in the balance
sheets. The contract amounts of those instruments reflect the extent of involvement the Company has in particular classes of financial
instruments.

The Company’s exposure to credit loss in the event of nonperformance by the other party to the financial instrument for loan
commitments and standby letters of credit is represented by the contractual amounts of those instruments. The Company uses the same
credit policies in making commitments and conditional obligations as it does for on-balance sheet instruments,

Commitments to originate loans are agreements to lend to a customer provided there is no violation of any condition established
in the contract. Commitments generally have fixed expiration dates or other termination clauses and may require payment of a fee.
Since many of the commitments are expected to expire without being drawn upon, the total commitment amounts do not necessarily
represent future cash requirements. The Company evaluates each customer’s creditworthiness on a case-by-case basis. The amount of
collateral obtained, if deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the
borrower.

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance by a customer to a
third party. The credit risk invoived in issuing letters of credit is essentially the same as that involved in extending loan facitities to
customers. As of December 31, 2007 and 2006, the maximum potential amount of the Company’s obligation was $887 and $509,
respectively, for financial and standby letters of credit. The Company’s outstanding letters of credit generally have a term of less than
one year. If a letter of credit is drawn upon, the Company may seek recourse through the customer’s underlying line of credit. If the
customer’s line of credit is also in default, the Company may take possession of the collateral, if any, securing the line of credit.
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The estimated fair values of the Company’s financial instruments are as follows as of December 31:

2007 2006
Carrying Carrying
Amount Fair Value Amount Fair Value
Financial assets:
Cash and cash equivalents...........cccoervrrrrvrnses s s $ 15495 § 15495 § 29723 0§ 29723
Trading SECUNILIES ...cccoveiiirreeree e resnrersss s 308 308 410 410
Available-for-sale SECUMIIES .......cvvcereereieeeeiecee e eesanens 114,793 114,793 112,026 112,026
Federal Home Loan Bank stock .....covvoveeeeeoeiooeieeeeeieeeennn, 3,452 3,452 3,503 3,503
Federal Reserve Bank stock ..o 553 553 188 188
LOANS, DB oo er st et 318,356 319,182 302,667 300,352
Accrued interest reCeivable ...ovvieeecericievnev e 1,805 1,805 1.840 1,840
Financial liabilities:
DIEPOSILS ..ot s s st oneen 350,310 350,727 352,858 353,138
Federal Home Loan Bank advances.....ocovvvmeeeeeevieeeeeeee. 59,616 59,499 47,000 46,858
Securities sold under agreements to repurchase .................... 11,638 11,638 16,372 16,372

|

| The carrying amounts of financial instruments shown in the above table are included in the consolidated balance sheets under
the indicated captions, except for trading securities which are included in other assets on the consolidated balance sheets. Accounting
policies related to financial instruments are described in Note 2.

| 2007 2006
Commitments 10 Originate l0ANS.....coovreiiueiceiieieeeeeee e esnees $ 4080 3 805
Standby 1etters OF Credite ... et s 887 509
Unadvanced portions of loans:

COMSUITIET ottt ettt e e e eeeeeeeesenerenreneeaeeenennae },758 1,851
HOME @QUILY . ..o iiieirere et se e e st 25,205 25,351
Commercial lines Of Cradil. ..o eee e s ere e e es e s sessnseessrrresens 26,371 19,351
Commercial CONSITUCTION .ecvvviririersreraresie et e e te et ees st e e eee e e eessestasasas 3,106 8,785
Residential conStrUCHION. ... .vveeierieiii ettt 507 166

$ €1914 5§ 56818

There is no material difference between the notional amounts and the estimated fair values of the off-balance sheet liabilities.

NOTE 15—SIGNIFICANT GROUP CONCENTRATIONS OF CREDIT RISK

Most of the Company’s business activity is with customers located within the state. There are no concentrations of credit to
borrowers that have similar economic characteristics. The majority of the Company’s loan portfolio is comprised of loans
collateralized by real estate located in the state of Massachusetts.

NOTE 16—REGULATORY MATTERS

The Bank, as a National Bank is subject to the dividend restrictions set forth by the Comptroller of the Currency. Under such
restrictions, the Bank may not, without the prior approval of the Comptroller of the Currency, declare dividends in excess of the sum
of the current year’s earnings (as defined) plus the retained earnings (as defined) from the prior two years. As of December 31, 2007,
the Bank could declare dividends up to 35,889, without the approval of the Comptroller of the Currency.

The Bank is subject to various regulatory capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by regulators that, if
undertaken, could have a direct material effect on the Company’s and the Bank’s financial statements. Ur der capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Bank must meet specific capital guidelines that involve
quantitative measures of the Bank’s assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting
practices. The Bank’s capital amounts and classification are also subject to qualitative judgments by the regulators about components,
risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maiatain minimum amounts and
ratios (set forth in the table below) of total and Tier | capital (as defined in the regulations) to risk-weightad assets (as defined), and of
Tier 1 capital (as defined) to average assets {as defined). Management believes, as of December 31, 2007 and 2006, that the Bank met
all capital adequacy requirements to which it is subject.
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As of December 31, 2007, the most recent notification from the Office of the Comptroller of the Currency categorized the Bank
as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized the Bank must
maintain minimum total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the table. There are no conditions or
events since that notification that management believes have changed the institution’s category.

The Bank’s actual capital amounts and ratios are also presented in the table.

To Be Well
Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2007:
Total Capital (to Risk Weighted Assets):
Beverly National Bank.............cccccoviinnnn. $ 47,785 1407% $§ 27,165 >80% $ 33,956 >10.0%
Tier | Capital (to Risk Weighted Assets):
Beverly National Bank.......cccoccocconviiinnnae. 44,109 12.99 13,583 >4.0 20,374 >6.0
Tier | Capital (to Average Assets):
Beverly National Bank.........c.cccoovveennnen. 44,109 9.39 18,796 >4.0 23,495 >5.0
As of December 31, 2006:
Total Capital (to Risk Weighted Assets):
Beverly National Bank...........cooeovevveeeeee. 43,676 13.47 25,933 >8.0 32,417 >10.0
Tier 1 Capital (to Risk Weighted Assets):
Beverly National Bank............oooee. 40,576 12.52 12,967 >4.0 19,450 >6.0
Tier 1 Capital (to Average Assets):
Beverly National Bank........cccceee e 40,576 9.37 17,330 >4.0 21,662 >5.0

NOTE 17—EARNINGS PER SHARE (EPS)

Reconciliation of the numerators and the denominators of the basic and diluted per share computations for net income are as
follows:

Income Shares Per-Share
(Numerator) (Denominator) Amount
Year ended December 31, 2007
Basic EPS
Net income and income available to common stockholders..... 3 3,570 2,730,827 § 1.31
Effect of dilutive securities, Options .........ccooeriricinieicnccncncenne — 15,546
Diluted EPS
Income available to common stockholders and assumed conversions $ 3,570 2,746,373 % 1.30
Year ended December 31, 2006
Basic EPS
Net income and income available to common stockholders ..... $ 2,546 2,269,664 $ 1.12
Effect of dilutive securities, OPHONS ........cccoevvermescnseiecrcene. — 35,368
Diluted EPS
Income available to common stockholders and assumed conversions $ 2,546 2,305,032 § 1.10

NOTE 18—RECLASSIFICATION

Certain amounts in the prior year have been reclassified to be consistent with the current year’s statement presentation.

NOTE 19—PARENT COMPANY ONLY FINANCIAL STATEMENTS

The following financial statements are presented for the Beverly National Corporation (Parent Company Only) and should be
read in conjunction with the consolidated financial statements.
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BEVERLY NATIONAL CORPORATION
(Parent Company Only)

BALANCE SHEETS

December 31, 2007 and 2006
(Dollars in thousands, except per share data)

2007 2006
ASSETS
00T O OO OO PP OSSOSOV TTUROPTUSUROTII 3 126 % 674
Money market deposit account at Beverly National Bank............cccooevveiinniiecnieneceercene 4 3,669
SROFT-TETIN IMVESUMIEILS ..o.ooooiietiiiitiitiiieeeecee e e e eeeee e e e e e e eseeeesaeanreseestsbteesemeeeemeemme e e e e et eaeenen 903 1,088
Cash and cash eqUIVALENTS ....occece it e eer st 1,033 5,431
Investment in Beverly National BanK .......coveveieeieiiecice et 43,591 39,711
Investment in available-for-sale securities (at fair value) .......ocooeivieeceeeeerieieecrees e 5 8
Premises and eqUIPMENt ........ ..o oot ettt et ee et ee e 1,358 1,452
INEEEESE FECRIVADBIE ..ottt ettt e st e er et en b e s e e esn e e e eeenteemeetesaseaneneens 4 4
Prepaid @XPEOSES ... rriiiieiic et re e et sr b e R e e s E oS er et er e be bt errerenean 7 19
TOTAD ASSEES. ..o e e e e s e s e e et e e et eeeeeeeeneeseeeeeseesaasssssetertssnteesaneeenaeenanerannees $ 45998 § 46,625
LIABILITIES AND STOCKHOLDERS® EQUITY
Accrued and deferred tAXES. ..ottt ee e $ 183 % 253
ACCTUC AUAIL EXPEISE ...ttt stes et e st b et et et aba b as e s sesasa s cesaentateseenesseseeneasn 28 30
DU 10 AFTHALES ... oo sessesss s sessss e ssssss s sesssss s enesssssssssenenes 17 155
| Other HabDilitIES «..u.vvuiiiriiiis s 5 9
' Total lHabilItEs ..........ooeirieeiiiit ettt e ste sttt ev et ee s san e ann 233 447
i Stockholders’ equity:
| Preferred stock, $1.00 par value per share; 300,000 shares authorized; issued and outstanding none — —
Common stock, par value $2.50 per share; authonrized 5,000,000 shares; issued 2,890,690 shares 1s of
December 31, 2007 and 2,837,240 shares as of December 31, 2006; outstanding, 2,641,798 shares
as of December 31, 2007 and 2,726,835 shares as of December 31, 2006.........coce00. 7,227 7,093
Paid-int CAPILAL......ociiiiiceer e a e b es st sa b en s e e s et e e et e e e e te 22,586 21,772
REtAINE BATMINES ...ttt sttt es e s b bbb bbb bs 21,050 19,694
Treasury stock, at cost (248,892 shares as of December 31, 2007 and 110,405 shares as of
December 31, 2006) .....cccoceeeerririerist e sre st s sesstssass vt e r et nr e reanas 4,370) (1,495)
Unearned shares, restricted stock plan (9,005 shares as of December 31, 2007)............ (197) —
Accumulated other comprehensive 1088 .......ccocviiiioiiiiiree e (531) (886)
Total stockholders” eqUILY.......ccccevvvercee e e e ssssre e sresesereseeas 45,765 46,178
Total liabilities and stockholders’ eqUILY .......vicviviruiiviveieeeene e eiece et ess s $ 45998 § 46,625
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BEVERLY NATIONAL CORPORATION
(Parent Company Only)

STATEMENTS OF INCOME

Years Ended December 31, 2007 and 2006
(In thousands)

2007 2006
Interest and dividend income:
Interest on taxable iNVEStMENE SECUNTIIES .....oiveerererrverrererrererre s sar s rosecoeeeeec e eceeecnees $ 55 % 35
Dividends on marketable equity SECUTIIES ......ooooiiiiiiiiii s — 10
Interest on MONEY MATKEt ACCOUNL.......oiiiiieece et e e st st 74 536
Dividends from Beverly National Bank ... veesreneane — 755
Total interest and dividend iNCOME ... e 129 856
Other income:
RENLAL INCOIMIE ..ot cteieeeere e s se e cete e ete et et et e e e e sae e s e e e sae e e e e e e e s e nmesrrene st et snebbn 218 270
Gain 0N S8l OF SECUNTIES...iivieieiecierie ettt e e s r e s s — 258
TOTAL QT OIS ..ottt en et et s b s b s sbs e sae e s e 218 528
Expenses:
OCCUPANCY EXPEIISE oeviriereeirierereirintereeresseae s st ear e eameaearssasae s s saear s s 1o st st reert s r e s e ese st e se e e s e 146 131
PrOfESSIONAl fEES ... ...ttt et st e e s r e et re e et re 83 27
OTNET EXPEIISE ..oveeiereieiresentererereoreercenet s eieaeaceeearaesenssam s e e e sressseemsmeeeneb s et ss s bbb s s a bbb . 67 46
TOLAL BXPLIISES wveveueeriireneerersentereresreeeeueseeeeueseemesesaeeeeeesmeesessmeeseeteitebsem et ebs e st nrs e 296 204
Income before income tax (benefit) expense and equity in undistributed net income of subsidiary 51 1,180
Income tax (DENefit) EXPeNSE ..ccoovvriiicie e {12) 159
Income before equity in undistributed net income of subsidiary ..o 63 1,021
Equity in undistributed net income of subsidiary:
Beverly National Bank ..........ccocoiiiriieieiee et e erannennes 3,507 1,525
INEE ITICOITIC ¢ eeeeeeeeeeee s e et e s vt e sttt e s satasabe s s sassbaeasasassbbe s ssssssanesssssnbatevetasntesnnssaansseasnsan § 3570 § 2,546
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BEVERLY NATIONAL CORPORATION
(Parent Company Only)

STATEMENTS OF CASH FLOWS

Years Ended December 31, 2007 and 2006
(In thousands)

2007 2006
Cash flows from operating activities:
INEE ITICOITIE oo e et eeseae e s et eaaaneesereasaneesesaesrneesenneaseessreeasseessreesnrees $ 3,570 S . 2,546
Adjustments to reconcile net income to net cash provided by operating activities:
Undistributed net income of substdiary .........ccocvevveiiviriccicicecececccee (3,507 (1,525)
(Gain on sales of available-for-sale investment securities ...............ccoooeieieeennnn. — {258)
Decrease in accrued expenses and other liabilities ...............ccooooiiii i, (6) (1)
DEPreciation EXPEIISE ....cco v rreeeeeiaeeereaesssrsse e s esss et satassasassrnsssrenserarerenras 94 87
Change in accounts receivable from subsidiaries ...........cccovviviciiiciiineinn — 65
Decrease (increase) in prepaid EXPeNSeS. .. .c.oovvviverieierieieeer e ceesee e 12 (19)
| (Decrease) increase in due 10 afFiHALES .........c..ocvveveevve e rereieene (46) 167
} Change in accrued and deferred aXES.............ovvevrivessrsesssesessessrasssssess s (69) 156
. Decrease in interest reCeivable........ovccviioececeiesiecce e — 2
' Net cash provided by operating activities.........covievvecreniniencieseeec e e 48 1,220
' Cash flows from investing activities:

_ Proceeds from sales of availtable-for-sale SECUTTHIES ... iver i cccccrs v — 499
Additional investment in SUBSIAIAIY ...ocvveeeieuceiceiecrirc et — {12,000)
Capital eXPENAItUIES ......c.ooiviiciiieeetes et st i te ettt s e ee e ee e e ee e eaea e — @

: Net cash used in iNVESHNE GCHVILIES.......cccvcii i e ssr e e ene — {11,505)
Cash flows from financing activities:
Proceeds from exercise of S10ck OPLIONS ......ccoveiiiiiii e 643 526
Proceeds from stock of fering.......cccooeeiininiiiiececece e — 16,362
Purchase of treasury StOCK .....coo i e s (2,875) —
DAvidends Paidd..........ocoieeee ettt bbbt st 2,214) (1,844)
Net cash {used in) provided by financing ACtVItES..........ccoccvvverevvevisicceses s {4,446) 15,044
Net (decrease) increase in cash and cash equivalents ........ooeeviieeereiic e (4,398) 4,759
Cash and cash equivalents at beginning of Year..........c.occovvmnii e 5431 672
Cash and cash equivalents at end 0F YEar............coiviiriinini e $§ 1,033 § 5431
Supplemental disclosure:
INCOMNE tAXES PRI ..eiriieererrinirr vt sr ettt es et ete b e e et eenseeseeseeneassssssssesemsenssnan $ 57 % 3
The Parent Company Only Statements of Changes in Stockholders’ Equity are identical to the Consolidated Statements of
Changes in Stockholders’ Equity for the years ended December 31, 2007 and 2006, and therefore are not reprinted here.
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Pamela C. Scott
President & Chief Executive Officer, LVCC, Inc.

Michael F. Tripoli, CPA
Partner, Grandmaison & Tripoli, LLP, CPAs

Carol A. Vallone
Consultant

OFFICERS

Donat A. Fournier
President & Chief Executive Officer

Michael O. Giltes
Executive Vice President, Treasurer &
Chief Financial Officer

John L. Good, l1I
Vice President

Paul J. Germano
Vice President & Secretary

John R. Putney
Vice President

James E. Rich, Jr.,, CTFA
Vice President

Avis A. Beaulieu
Assistant Secretary
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BEVERLY NATIONAL BANK

SENIOR MANAGEMENT

Donat A. Fournier
President & Chief Executive Officer

Michael O. Gilles
Senior Executive Vice President, Chief Operating Officer &
Chief Financial Officer

John L. Good, 111
Executive Vice President, Retail Division

John R. Putney
Executive Vice President & Senior Loan Officer

Paul J. Germano
Senior Vice President, Chief Operations Officer & Secretary

Lorraine E. Mitchell
Senior Vice President & Chief Risk Officer

James E. Rich, Ir., CTFA
Senior Vice President & Senior Trust Officer

VICE PRESIDENTS
Natasha Astrom

Lisa J. Austin, CFA
Shon Baldini

Jayne M. Bernier
Richard P. Ciolino
Stephen F. Curran, CFP
Kenneth R. Fisher, CPA
Cynthia R. Funchion
Bradford J. Gaige
Nicholas P. Helides
Mary C. Helming
Diane M. Horne

Daniel A. Jacobs

Kevin E. Keegan, Esq.
David Lawson

Donald R. Lonnberg
Jeffrey Manning
Gregory M. Ryan
Derek P. Scialdone
Ann M. Shaw

Patricia K. St. Clair
Elizabeth A. Thompson

James M. Williams




SHAREHOLDER INFORMATION

CORPORATE HEADQUARTERS

Beverly National Corporation and Beverly National Bank
240 Cabot Street

Beverly, Massachusetts 01915

(978) 922-2100

www. beveriynational.com

NOTICE OF SHAREHOLDERS® MEETING

The Annual Meeting of the Shareholders of Beverly National Corporation will be held at 9:00 am. on
Thursday, May 29, 2008 at our Danvers office located at 107 High Street, Danvers, Massachusetts 01923.

SToCK LISTING

The common stock of Beverly National Corporation is traded on the American Stock Exchar ge under the
symbol “BNV.”

REGISTRAR AND TRANSFER AGENT

Contact our stock transfer agent directly for assistance in changing your address, elimination of duplicate
mailings, transferring stock, replacing lost, stolen or destroyed stock certificates, or dividend checks:

Registrar and Transfer Company
Attn: Investor Relations

10 Commerce Drive

Cranford, New Jersey 07016
(800) 368-5948

WWW. FICO.COM

ANNUAL REPORT ON FORM 10-K

Shareholders and other interested persons may obtain a copy of Beverly National Corporatior.’s annual
report to the Securities and Exchange Commission (Form 10-K) free of charge by accessing cur website or
upon written request to:

Beverly National Corporation
Investor Relations

240 Cabot Street

Beverly, Massachusetts 01915

Beverly National has filed the Chief Executive Officer/Chief Financial Officer certifications that are
required by Section 302 of the Sarbanes-Oxley Act of 2002 as exhibits to its Form 10-K.




11 Summer Street
Manchester-by-the-Sea
MA 01944
078-526-9151

63 Dodge Street
Beverly, MA 01915

978-927-2233

Beverly High School and Hamilton/Wenham

Beverly National Corporation

240 Cabot Street
Beverly, MA 01915
978-922-2100

107 High Street
Danvers, MA 01923
978-739-4222

25 Railroad Avenue
Hamilton, MA 01982

978-468-2243

9 Paradise Road
Salem, MA 01970
978-744-4464

www.BeverlyNational.com

Member FDIC
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100 Cummings Center
Suite 101N
Beverly, MA 01915

978-922-3322

15 Main Street
Topsfield, MA 01983
078-887-8782

Regional High School (Financial Education Partnerships




